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COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL SHAREHOLDER RETURN

This graph compures the cumulative total shareholder return on Spartan Motors commen
stock to the CRSP Total Return Index for The Nasdag Stock Market (*CRSP NASDAQT)
and the CRSP Total Return Index for Trucking and Transportation Stocks reported on
‘The Nasdag Stock Market ("CRSP T&T"), oner a five-year period ended December 31, 2007,
using December 31. 2002 as the starting point. The CRSP NASDAG is u broad-bused equity
market index developed by the Center for Research in Security Prices at the University of

Chicago. The CRSP T&T ix comprised of companies with a market capitalization similar

1o that of Spartan Moters and alse is developed by the Center for Research in Security
Prices. The CRSP NASDAQ index and CRSP TET index both assume dividend reinvestment.
Cumnulative wial shareholder return is measured by dividing (I) the sum of: (a) the cumulative

amount of dividendds fir the measurement period, assnming dinidend reinvestment, and
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! The Company defines return on invested
capiral as operating income, less roxes.

{(b) the difference between the share price at the end and the beginning of the meusuremerit
period. by (2) the share price af the beginning of the measurement period.

divided by totul sharelolders' equicy,
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To Our Stakeholders

Spartan Motors, Inc. has the power to perform—

today and tomorrow.

We demonserated that again in 2007, which was another
record year, highlighted by across-the-board improvements in
nearly every facet of our business. We again broke many of
the financial records set in the preceding year. including sales,
carnings and retuwrn on invested capizal.

Owr subsidiarics, Spartan Chassis™, Crimson Fire.
Crimson Fire Acrials™ and Road Rescue™, secured new
customers for our custom ambulances, fire trucks and chassis
{or motorhomes and fire trucks. We also saw a substantial
increase in subcontraces for specialty vehicles, which draws on
our core strength of chassis design and vehicle intégration,

We introduced new vehicles, added new dealers and
strengthened our sentor management team with the addition
of key leaders in the arcas of manutacturing, steategy and
brand management.

For the vear ended Dee. 31, 2007 Spartan Motors saw net

sales increase 53.0 percent to a record $681.9 million, compared
with 2006 net sales of S445.4 million—iwself a record and
our lourth consecutive year of substantive sales growth.
Our net carnings rose 43.6 percent to a record §24.5 million,
or 5075 per diluted share, compared with net earnings of
$16.8 million, or $0.35 per diluted share, in 2006,

We also posted:

Record backlog of $338.4 million

Record sales and carnings

Record consolidated ROIC of 19.8 pereent for the year
Record dividends of $0.13 per share, adjusted for splits

Spartan Chassis again led our performance o these financial
records. The pace of improvement at Crimson Fire and
Road Rescue did not meet our expecrations—or yours,
We believe that new senior leadership at both subsidiaries,
i combination with new products and improved operational
efticiencies, will allow these subsidiaries ro deliver better
performance in 2008,

2007 is now behind us, and SM 1 is on track in 2008 o

build on eur performance and successes. Mlow do we intend

to do this? Nurture our culture, expand our performance in the
hardened vehicle market, introduce innovative new products.
initiate global sales and sourcing initiatives, and leverage
Jemand for our brands.

Our business madel i centered around a multi-marker
strategy that currently focuses on three product areas:
recreational vehicles, emergency-rescue vehictes and specialey
vehicles. Through this diversified niche strategy, we enjoy a
diverse customer base with different business cycles. which
increases our upside business potential and reduces risk.

Our core capabilities ygive us 1 comperitive advantage in cach
vehicle market. We are groundbreakers in mass customization.
We are recognized as Ieading, not following, when ir comes
to product innovarion. We have an established portfolio of
brands with strong end-user demand. Gur company fosters a
culture of accountability that cimpowers associates to deliver
solutions thar focus on meeting our customers” needs. Finally,

we have a]igncd our cmp]oycc incentives to improve RO IC.




John E. Sztykiel David R. Wilson

SM1's Core Capabilities:

Mass customization | Established brands | Product innovation | Culture of accountability | Incentives encourage ROIC

These capabilities. in combination with owr strategic plan and favorable demographics. position
SMI for 2008 growrh or improvements in the ﬁ)llm\'ing areas:

- THE EMERGENCY-RESCUE MARKET. Fire departments and orhcrcmcrgcncy-rcscuc operations
now respond to a call for help every Ly seconds, Our custom chassis and vehicles are the right
choice to mect ch;mging demands. We p]:m to introduce new vehicles and enter new market
niches in the months ahead.

THE SPECIALTY VEHICLE MARKET. Condlicts continue around the globe that demand rugged.
reliable vehicles. We anticipate our specialty vehicle imarket, driven by military vehicles, will
have strong double-digit growth in 2008.

SERVICE, PARTS AND ACCESSORIES. With tens of thousands of vehicles on the road, SM 1 has a
real opportunity to expand our focus on service, parts and accessories, which has the potential
to contribute positively to the bottom line in 2008

FLEXIBLE MANUFACTURING. |n 2007 we took on additional debt to purchase facilities

near our Charlotee headquarters fo meet growing production needs. These facilities were
attractively valued. giving us incentives to purchase vather than lease. Additionally: these new
facilitics allow us to expand our flexible manufacturing capabilivies.

INTERNATIONAL EXPANSION. W began exploring international market oppertunities in
2007 \We anticipate that seeds sown last vear will begin to take root, allowing us to sell or

license our vehicles and technology overseas cthis year.

While 2008 will be a very difficult economic environment, we do expect continued growth.
We are positioned well to capitalize on market opportunitics. Our 1.800-plus associates will again
be key to our performance. The endorsement of our sharcholders is also eritical to the next seage
of our journey:

As always. we appreciate your continued support and confidence.

Davip B, WILSON, CHAIRMAN OF THT, BoarD Jonn E Szrykiel, CHIgr EXECUTIVE OFFICER
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SMI ADDITIONS:

Board: SMIincreased its board of directors from
seven to eight members during 2007, etecting Hugh
W. Sloan to the new seat as an independent director.
He alsa serves on the audit and compensation
committees. Hugh is deputy chairman of Woodbridge
Foam Corp., a $1 billion automotive supplier with
globa! operations. He serves on the boards of
Manulife Financial Corp. and Wescast Industries Inc.
He is also a former staff assistant to Pres. Richard
Nixon and a former trustee of Princeton University.

Corporate: At the close of 2007, we welcomed
David L. Reid to SMI as our first Vice President of
Public Affairs, Brand and Strategic Management.
As we continue to grow, it is essential to have an
internal point person lead our efforts to develop
and maintain strong brands, cohesive strategies
in our subsidiaries and strong relationships with
the investment community. Dave brings more than
two decades of executive leadership experience
from Herman Miller, Inc. to this new position.

Emergency Vehicle Team: Both Crimson Fire and
Road Rescue refacused their workforces and
strengthened their ieadership teams during 2007.
industry veteran Kevin Crumg joined Crimson Fire
and was promated to President. He brings
manufacturing, operations and logistics expertise
to Crimson. Kevin has spent mast of his careerin
executive leadership positions in manufacturing
and operations at Volvo Trucks, Seagrave Fire
Apparatus and Optima Bus.

At Road Rescue, Gary DeCosse joined the Company
as President. Gary has more than three decades

of experience in the ambulance industry, much

of it with Road Rescue, and brings a deep
understanding of customers, products and
distribution. Gary was formerly a vice president of
Leader Industries, which is a sister company to
Horton and AEV. He has recruited new associates
with extensive backgrounds in the ambulance
industry to join the company in key roles.

We are groundbreakers in mass customization. We are recognized

as leading, not f‘bllowing. when it comes to product innovation.

POWER YO PERFORM 3

During 2007, Spartan Motors
added new senior leaders

at every level, from board

to subsidiary. The current
leadership teams throughout
the organization have a clear
vision, with well-defined
strategies and the experience
to execute,

From Left: Hugh Sloan:
David Reid: Kevin Crump:
Gary DeCosse




RECREATIONAL VEHICLES

Spartan Chassis sold its first custom diesel
motorhome chassis in 1986.

 FIVE EACTS

I % ABOUE THE REGREATIONAL MARKET

More than 11,000 people turn
50 each day

Dispasable income will increase
21 percent te $11.7 triflion by 2015

Sales of diesel-powered vehicles
are expected to double by 2012

Orie in 10 vehicle-owning
households owns at least one RV

RV trips are among the least
expensive types of vacations

Right: Custom Spartan
Chassis provide motorhome
owners with superior ride
and performance

We leveraged the chassis expertise originally
forged in the fire truck market to introduce
product innovarions thar dramarieally improved
ride, handling, performance and maintenance
ol diescl-pusher motorhomes.

Qver the folfowing two decades, recreational
vehicles have gone through eyeles of growth
and contraction, Sales of our custom diesel
chassis, though, have increased steadily.

Fueled by the continued graying of America,
improved product quality and growing attraction
of the RV litestyle. motorhomes have enjoyed
greater popularity over the past cight years
than any time in their |1i.\‘t0|’}'.

While Class A motorhome sates were down
in 2005-2007 Spartan Chassis was able to
gain additional marker share during that time.,
W are focused on capturing market share
through product innovation, new product
introductions and increased volume in service
parts and accessories.

Key to this will be leveraging our OEM
relarionships and our brand serength. Spartan
Chassis is known in the RV industry as an

exceptional partner.,
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Innovation will allow us to increase the

content for each chassis we build. W have
pionccrcd a number of lc;lding indusery
breakthroughs and creative chassis designs
that resonate with customers.

We have historteally been very good at
migrating technology introduced in one vehicle
market into other markets. The new Furion®,
which we introduced in 2007 is a great case
in point. We designed this fire ruck cab and
chassis to bridge the market benween commercial
and custom vehicles, We feel chere is potential
in the RV market for the Furion chassis, which
offers many custom product {eatures at a very
compctitive price.

We see opportunitics for the Furion chassis
in the Class C motorhome marker, where
vehicles are smaller and less expensive than their
Class A cousins, We see similar potential in the
new and growing market for "toterhomes.”
which are upscale versions of the increasingly
popular roy haulers.

Although we expeet the recreational vehicle
market to be difficult in 2008, we expeet to be
well positioned for the future.







EMERGENCY-RESCUE VEHICLES

Every 1.4 seconds, fire departments across
the United States will respond to a cry for help.

FIVE FACTS .

* ABOUT THEEMERGENCY-RESCUE MARKET

More than 16.2 million ambulance
runs are made annually to the ER

ER visits for patients aged 65-74
could nearly double by 2013

Fire departiments respond to an
alarm every 1.4 seconds

Medical aid calls have nearly
tripled since 1980

54 percent of all fire trucks are
15+ years and need replacement

Right: Crimson Fire Aerials are

some of the industy’s strongest.

safest und most dependable

That translates into more than 23.3 million

calls made anmually ro our nation’s 30.000-plus

fire departments. While the number of structure

fires continues to decline. the number and

scope ufcmcrgcncy calls continue to rise.

Whether responding to a wildfire. car accident

or chemical spill. cnergeney-rescue workers
are increasingdy being tapped as all-hazard
first responders.

In tact. medical aid calls have nearly tripled
since 1980. Annually. more thao 16.2 million
ambulance runs will deliver patients to an
CNICTECIICY P00 -~ SCYC Pereent ncrease in
the past decade alone. As society ages, those
numbers will only increase,

And Spartan brand products and vehicles

will be there to ensure that fircfighters. EM Ty

and other first responders have the tools they

need to save lives:

- Sparran Chassis is the leading provider of
custom chassis to non-vertically inregrated
firc eruck manufacturers. In 2007, Spartan
Chassis imtroduced its " Build What You
Want” campaign to showease how casy

customization can be. 1t also introduced

the Furion. a new cab and chassis thar biends

custom and cammercial chassis benefits.

< Crimson Fire and Crimson Fire Aerials

design and manufacture a complete line of
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custom fire apparatus and emergency-
rescue vehicles thar are recognized as some
of the strongest and most durable in the
industry —thanks to the use of stainless steel,
aluminum and a serucrural tubular design.
[n 2007 Crimson Fire introduced the
Boomer™, a wulti-lunction apparatus
designed for departments thae need multi-
story fire-suppression technology bur do
not require all the capabilities of a tull acrial.
It alser added new dealerships and entered

the Canadian market.

Road Rescue has been a brand leader in

rhe ambulance industry for more than a
quarter century. Recognized as building
some of the safesr and most durable custom
ambulances available in the industry,

Road Rescue dusigns and builds a

complete line of premium vehicles cha

are lauded for their serengrh. [n 2007,
Road Rescue introduced its satery
ambulance concepr, designed to improve the
safery of EMTs as they provide treacment

duri ng Tl':ll]SPUl't.

The focus at each subsidiary remains

heavily concentrated on continued operational
improvements to drive both operational

cfficiencies and on-time deliveries.










Spartan brand products and vehicles will be there to ensure that firefighters.

Z ‘s and other first responders have the tools they need to save lives.
EMTs and other first responders | he tools they need ]

Opportunity and innovation

The emergency-rescie indusery is currently
i1 a state of fux. High prices for raw materials
and transportation have cut into margins.
Several of our large competitors are
experiencing financial pressures that have
made it ditticult for them ro complete orders
and deliver products,

These market interruptions spell oppor-
runities for Crimson, Crimson Aerials, Road
Rescue and Spartan Chassis—and we are
ready te capitalize on them. Delivering quality

vehicles on time and within budget is the first

step, Several of our comperitors have slowed or

halted production. which gives us a distiner
advantage in the months ahead.

\We are also looking beyond the immediare
need o address the changing nature of
emergencey rescue by developing new products.,
Crimson and Road Rescue are collaboraring
to develop a new first-call, all-response vehicle
thar will provide litesaving and transport

capabilivies along with firefighring and rescue

capabilitics. \We feel serongly that departments
faced with tight budgets and fewer volunteers
will see the value in a vehicle thar can

support fire fighting, rescue or transport
requireients - whatever the sinnation demands.
As emergency rescae is quickly becoming o
fire-response. all-calls market. we are ready o
equip departments with products that meer
their changing needs.

Spartan Chassis has developed a unigue
custom ambulance chassis thar debured at the
industey’s largest trade show in April. As we
have done in the motorhome and fire truck
markets. we will work to rransform the currenr
commercial marker into one that values the
improved pertormance, ride and handling thar
comes with a custom chassis.

Borh Road Rescue and Crimson will
continue to build their discribution channels
with dealers that have che financial strength to
provide world-class sales. service and customer
satisfaction that reinforee the premium qualivy

of borh brands.

POWER TO PERFORM 8

Lefi: Road Rescue engineers
safery features into each
ambulurice thut improve the
experience for KM s and patients




SPECIALTY VEHICLES

Spartan's success in the specialty vehicle market is a tribute to our
understanding of chassis and their role in heavy-duty vehicles

FIVE FACTS

ABOUT THE SPECIALEY MARKET

1.4 million men and women
currently serve in the U.S. mifitary

70 percent of aif military deaths
in frag are IED-related

The past century was the most
lethal in history: More than
200 million peaple were killed in
250+ wars and genocides

The wars in fraq and Afghanistan
have cost the U.S. economy more
than §3 trilfion

Military expenditures more than
doubled between 1996 and 2006

Right: SM{ brings our chassis
experience to bear with every
MRAP we assemble

--and o our ability to translate nearly four
decades of expertise to respond o customer
requirements quickly and reliably with
quality products.

From a single order in 2005, we now sernve
as a subcontractor to seme of the America'’s
leading military providers. inchuding BAE,
General Dynamics and Force Protection. Our
work falls into three primary arcas: integrating
chassis components for mine-resistant, ambush-
protected vehicles, or MRADPs: sequencing
and assembling components for upfits: and
providing service, pares and accessories,

Given our current backlog and raking into
considesation current order estimates, MRAT
sales through Spartan Chassis should increase
more than 50 percent in 2008,

While MRAT sales are currently focused

on Irag and Afehanistan, the proliferation of
q B I

Sources for *Fioe Facts™ und other suntistics throughout the annual report inclede: American dmbnlance Assuciation, Center for Defense Information. Fiee and Emergency
Matwificiurers and Svrvives Association, Fire Appuraties Munufactucers Association, stioute of Medivine of the Nutional Academin

inexpensive and effective TEDs is driving the
rapid evolution of the hardened vehicle marker.
Last year. as many as 30 armed conflicts took
place around the globe. World demand for
MRA s and other hardened vehicles beyond
the US. military is increasing, and we see
opportunities in the United Kingdom.
lraly. Yemen. Kuwait and other countrices,

Perhaps equally important is the opportunity
to grow ot service parts business, Tt has grown
200-plus percent over the past two years in
support of the number of MRAD units
currently deployed. As the number of hardened
vehicles increases, so will the demand for parts.
service and refurbishments,

The potential in ¢his market will not end
when the conflicts in lrag and Afghanistan do.
SMT is positioned well to compete successiudly

in this evolving and changing market.

Nutivrel Association of EM$

Physicians. National Assoviarion of Emergency Merticol Technicians, National Centee for Healife Statistics, Nutionai Fire Academy, National Fire Proteciion Avsaciation,
Popalation Reference Burean, Stockholm International Peace Researh Institute, LS. Census Burean and ather sources.
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The following financial statements have been condensed to make them more readable.
A demiled finaneial evaluation may require more information than is included in this
Sunimary Annuab Report, More comprehensive financial information is provided in the

FINANCIAL Form 10-K, which is normally mailed with this Summary Ansal Report. Addivional

STATEMENTS: copics are available on request.

SPARTAN MOTORS, INC. AND SUBSIDIARIES

Financial Highlights

year enged December 3L 2007 2006 2005 2004 2003
Sales 681.9 445.4 343.0 3123 237.4
Cost of products sald 5854 3720 2942 2708 2025
Gross profit 96.5 73.4 488 414 349
Gross profit margin 14.2% 16.5% 14.2% 13.3% 14.7%
Operating expenses 57.3 440 36.1 32.4 28.7
Goodwill impairment - 2.1 - - -
Depreciation and arnortization 41 28 2B 2.3 20
Dperating income 39.3 27.3 127 9.0 6.2
Operating margin 5.8% 6.1% 3.7% 2.9% 2.6%
Net earnings 245 16.8 8.3 a9 6.0
Net profit margin 3.6% 3.8% 2.4% 1.9% 2.5%
Diluted earnings per share 0.75 0.55 0.29 0.21 0.22
Net cash provided by (used in)

continuing operating activities (8.7) {20.6} 48 (0.7) 124
Return on equity!

continuing operating activities 21.1% 19.1% 11.8% 9.1% 7.6%
Return on invested capital?

continuing operating activities 18.8% 16.7% 10.4% 8.4% 8.0%

NOTE: All amournis are in millions of U.S. doltars except perceniages and per share amounts,

! The Compeny defines return on equity as net earnings divided by average shareholders” equiry.
* The Company defines return on invested capital us operating income, lesx taves, divided by total shareholders” equity.
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SPARTAN MOTORS, INC. AND SUBSIDIARIES

Consolidated Statements of Income

year ended December 31, 2007 2008 2005
Sales $ 681922475 $ 445,377,639 $ 343,006,508
Cost of products sold 585,421,207 372.001.666 294,231,467
Gross profit 96,501,268 73,375,973 48,775,141
Operating expenses:
Research and development 15,868,348 12,622,487 9,431,394
Seliing, general and administrative 41,382,741 31,359,187 26,693,005
Goodwill impairment - 2,086,394 -
Operating income 39,250,179 27,307.905 12,650,742
|
Other income {(expense):
Interest expense (1,747.,754) (347,071) (140,698)
Interest and other income 724,852 1011613 858,801
Earnings before taxes an income 3B8,227277 27972447 13,368,845
Taxes on income 13,723,000 11,144,000 5,077,000
Net earnings $ 24,504,277 $ 16828447 $ 8251845
Basic net earnings per share 3 0.77 $ 0.57 § 0.29
!
Diluted net earnings per share $ 0.75 S 0.55 5 0.29 |
Basic weighted average common shares outstanding 31,935,000 . 29,608,000 28,254,000 |
Diluted weighted average commaon shares outstanding 32.833.000 30531,000 28,818,000 I
—_— I
|
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SPARTAN MOTORS, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

year ended December 31,

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, less allowance for doubtful accounts
of $802,000in 2007 and $373.000 in 2005
Inventaries
Deferred income tax assets
Deposits on engines
Other current assets
Total current assets

Property, plant and equipment, net
Goodwill
Deferred income tax assets
Other assets
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payable

Accrued warranty

Accrued customer rebates

Accrued compensation and related taxes

Accrued vacation

Deposits from customers

Other current liabilities and accrued expenses

Taxes on income

Current portion of long-term debt

Total current liabilities

Other non-current liabilities
Long-term debt, less current portion
Deferred income tax liabilities

Shareholders' equity;
Preferred stock, no par value; 2,000,000 shares authorized (none issued)
Common stock, $0.01 par value; 40,000,000 and 23,900,000 shares authorized in
2007 and 2006, respectively; issued 32,352,679 shares and 31,667,009 shares
(post stock splits) in December 31, 2007 and 2006, respectively
Additional paid in capital
Retained earnings
Total shareholders’ equity
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY
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2007 2006

$ 13527867 $ 13.834892
132,906,559 62,620,127
103,075,789 64,173,194
6,824,832 4586657

- 10,300,000

1,978,322 1.881,706
258,413,369 157,976,578
56,673,215 29659,133
2,457,028 2457028
775,000 -
345,327 554,774

$ 318,663,938 $ 1806475611
$ 980768512 $ 30,703,498
10,823,532 6,380,740
1,962,765 3470817
10,430,556 7.712,421
1,758,354 1,483,389
5,539,824 7465422
3,366.825 2,591,484
551,074 1,565,629
522,666 521,105
125,725,108 61,894,303
1,025,000 --
62,695,454 25218,120

-— 355,000

323527 316,670
62,648,429 54,233,016
66,246,421 48,630,402
129,218,377 103,180,088

$ 318,663,939 $ 190847511




SPARTAN MOTODRS, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

year ended Decemnber 31,

Cash flows from operating activities:
Net earnings
Agjustments to reconcile net earnings to net cash
pravided by (used in) gperating aciivities:
Depreciation
{Gain} loss on disposal of assets
Goodwill impairment
Tax benefit from stock incentive plan transactions
Deferred income taxes
Stock based compensation related to stock
appreciation rights and restricted stock
Decrease (increase) in operating assets:
Accounts receivable
Inventories
Taxes receivable
QOther assets
Increase (decrease) in operating liabilities:
Accounts payable
Accrued warranty
Accrued compensation and related taxes
Accrued vacation
Deposits from customers
Other current liabilities and accrued expenses
Taxes on income
Total adjustments
Net cash provided by {used in) operating activities

Cash flows from investing activities:
Purchases cf property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchases of marketahle securities
Proceeds from sale of marketable securities

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from long-term debt
Payments on long-term debt
Proceeds fram the exercise of stock options
Purchase and retirement of common stock
Cash retained on taxes due to stock incentive
plan transactions
Payment of dividends
Net cash provided by {used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

2007

$ 24,504,277

4,062,789

86,425
(3.556.165)
(3.488,175)

1,793,883

(70,286,432)
(38.902,595)

11,012,831

60,066,016
4,442792
2,718,135

274,985

(1,925,588}

(732,511}
3,236,610

(31,182,498)
19,200

168,800,000
(131,321.105)

3626722
(2.768,869)

3,556,165
(4,342,889)
37.550.024
(307,025)
13,834,832

$ 13,527,867

(31,198.030)

(6,693,753)

(31,163,296}

2006 2005

s 18828447 S 8291845
2862721 2,646,990
(54,817) 21,624
2.086,394 -
(3,141,000) 118,000
(775.261) 373,060
1,434,358 76.908
(25,603,578) (4,657,599}
(19,907.805) (11,823677}
989,896 966,639
(10,857,151} (B85,502)
9.957,947 1,487,650
1,877,968 832,011
3471,128 976,556
294,697 101,278
(6.174.775) 5.052,063
1,453,484 1211,228
4,706,629 -
(37,379,165} (3,492,973)
(20,550,718} 4,798,872
(14.435,019) (2,932,092)
458,902 50,002
-- (2,000,000)
1,989,190 1,487,986
(11.988.927) (3.394.104)
24,500,000 1,250,000
{130,609) (25,424)
12,808,117 926,374
-- (1.050,235)
3,141,000 -
(3.646,030) (3,266,878}
36,672,478 (2,166,163}
4,132,833 (761,395)
9,702,059 10,463,454

$ 13834892 $ 9,702,058
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Spartan Motors, Inc. (Nasdag: SPAR) serves three primary markets.
Through its subsidiaries Crimson Fire™, Crimson Fire Aerials™,

Road Rescue™ and Spartan Chassis™ SMI builds custom products
and vehicles for the recreational vehicle, emergency rescue and
specialty vehicle markets.

Spartan Chassis is a leader in the
design and praduction of custom
chassis for Class A motorhames,
fire trucks and speciaity vehicles.
End-users of our progucts
recognize—and request—

the Spartan brand, which
consistently delivers superior
perfarmance, exceptional safety
ratings and technolcgical
innovations that distinguish us
from our competitors.

Road Rescue designs and builds

a complete line of custom ambulances
and other emergency-rescue vehicles
that stress quatity, safety and ease of
maintenance. Road Rescue vehicles
incorporate exceptionally functional
design with cutting-edge technology
to ensure that EMTs and other rescue
personnel can focus on the patients
they are fransporting and treating—
rather than the vehicle they

are drving. R

Building on mare than 130 years of
experience in serving the nation's
emergency-rescue personnel,
Crimson Fire designs and builds
custom fire apparatus for firefighters,
Crimsan Fire serves local fire
departments with the industry's
broadest line of pumpers, aerials,
heavy-duty tankers, quick-attack
and light-duty rescue vehicles for
service in urban, suburban or

rural environments.

°CRIMSON FIRE
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FORWARD-LOOKING STATEMENTS

This Form 10-K contains statements that are not historicat facts. These statements are called “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934, These statements involve important known and unknown risks, uncertainties and other
factors and can be identified by phrases using “estimate,” “anticipate,” “believe,” “project,” “expect,” “intend,”
“predict,” “potential,” “future,” “may,” “will,” “should” and similar expressions or words. Our future results,
performance or achievements may differ materially from the results, performance or achievements discussed in the
forward-looking statements. These statements are not guarantees of future performance and involve certain risks,
uncertaintics and assumptions (“Risk Factors™) that are difficult to predict with regard to timing, extent, likelihood
and degree of occurrence. Therefore, actual results and outcomes may materially differ from what may be expressed
or forecasted in such forward-looking statements.
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Risk Factors include, but are not limited to, the risk factors listed and more fully described in ltem 1A, “Risk
Factors™, as well as risk factors that we have discussed in previous public reports and other documents filed with the
Securities and Exchange Commission. This list provides examples of factors that could affect the results described
by forward-looking statements contained in this Form 10-K. However, this list is not intended to be exhaustive;
many other factors could impact our business and it is impossible to predict with any accuracy which factors could
result in negative impacts. Other Risk Factors exist, and new Risk Factors emerge from time to time that may cause
actual results to differ materially from those contained in any forward-looking statements. Given these risks and
uncertainties, although we belicve that the forward-looking statements contained in this Form 10-K are reasonable,
we cannot provide you with any guarantee that the anticipated results will be achieved. All forward-looking
statements in this Form 10-K are expressly qualified in their entirety by the cautionary statements contained in this
section and investors should not place undue reliance on forward-looking statements as a prediction of actual resulis.
The Company undertakes no obligation to update or revise any forward-looking statements to reflect developments
or information obtained after the date of this letter.

PART 1
Item 1. Business.

General

Spartan Maotors, Inc. (the “Company™) was organized as a Michigan corporation on September 18, 19735, and is
headquartered in Charlotte, Michigan. The Company began development of its first product that same year and
shipped its first fire truck chassis in October 1975.

The Company is known as a leading, niche market engineer and manufacturer in the heavy-duty, custom vehicles
marketplace. The Company has four wholly owned subsidiaries: Spartan Motors Chassis, Inc., located at the
corporate headquarters in Charlotte, Michigan (“Spartan Chassis™); Crimson Fire, Inc., headquartered in Brandon,
South Dakota (*Crimson™); Crimson Fire Aerials, Inc., located in Lancaster, Pennsylvania {“Crimson Aerials™); and
Road Rescue, Inc., located in Marion, South Carolina (“Read Rescue”).

Spartan Chassis is a leading designer, engincer and manufacturer of custom heavy-duty chassis. The chassis consist
of a frame assembly, engine, transmission, electrical system, running gear (wheels, tires, axles, suspension and
brakes) and, for fire trucks and some specialty chassis applications, a cab. Spartan Chassis customers are original
equipment manufacturers (“OEMs”) who complete their heavy-duty vehicle product by either mounting the body or
apparatus on the Company’s chassis or integrating the drive train with the armored body. Crimson and Road Rescue
engineer and manufacture emergency vehicles built on chassis platforms purchased from cither Spartan Chassis or
outside sources. Crimson Aerials engineers and manufactures agrial ladder components for fire trucks.

The Company’s business strategy is to further diversify product lincs and develop innovative design, engineering
and manufacturing cxpertise in order to be the best value producer of custom vehicle products. Spartan Chassis sells
its custom chassis to three principal markets: fire truck, motorhome and specialty vehicles. Spartan Chassis focuses




on certain custom niches within its three principal markets and believes that opportunities for growth remain strong
for custom-built chassis and vehicles in each market.

The Company is an innovative team focused on building lasting relationships with its customers. This is
accomplished by striving to deliver premium custom vehicles and services. The Company believes that it can best
carry out its long-term business plan and obtain optimal financial flexibility by vsing a combination of borrowings
under the Company’s credit facilities, as well as internally or externally generated equity capital, as sources of
expansion capital.

In January 1997, the Company acquired a 33 1/3% interest in Carpenter Industries, Inc. (“Carpenter”), a
manufacturer of school bus bodies, headquartered in Richmond, Indiana. The Company increased its ownership
twice, to 49.9% in October of 1998 and then to 57.6% in November of 1999. On September 28, 2000, the
Company’s Board of Directors voted to cease funding of Carpenter. The Board of Directors of Carpenter then
passed a resolution on September 29, 2000 to begin the wind-down and orderly liquidation of Carpenter which was
substantially completed in the fourth quarter of 2001.

The Company’s Segments

The Company is organized into two reportable segments, Spartan Chassis and the Emergency Vehicle Team
(“EVTeam”). For certain financial information related to each segment, see Note 12, Business Segments, of the
Notes to Consolidated Financial Statements appearing in Item 8 of this Form 10-K.

Spartan Chassis

Sales by Spartan Chassis represented 90.3%, 87.9% and 85.8% of the Company’s consclidated sales for the years
ended December 31, 2007, 2006 and 2005, respectively. Approximately 98% of the components used by Spartan
Chassis to manufacture its products are commercially available products purchased from outside suppliers. This
strategy allows Spartan Chassis, and its OEM customers and endusers, to service finished products with ease,
control production costs and expedite the development of new products. Spartan Chassis manufactures chassis only
upon receipt of confirmed purchase orders; thus, it does not have significant amounts of completed product
inventory. Spartan Chassis markets its products throughout the U.S. and Canada.

Spartan Chassis has extensive engineering experience in creating chassis for vehicles that perform specialized tasks.
Spartan Chassis engineers, manufactures and markets chassis for fire trucks, motorhomes and specialty applications
such as military vehicles, trolleys, utility trucks and crash-rescue vehicles. As a specialized chassis producer,
Spartan Chassis believes that it holds a unique position for continued growth due to its engineering reaction time,
manufacturing expertise and flexibility. This allows Spartan Chassis to profitably manufacture custom chassis with a
specialized design that will serve customer needs more efficiently and economically than a standard, commercially-
produced chassis. Spartan Chassis employed approximately 1,454 associates in Charlotte, Michigan as of February
29, 2008, of which approximately 1,417 were full-time. Of the full-time associates, 498 were contracted employees.

Fire Truck Chassis

Spartan Chassis custom manufactures fire truck chassis and cabs in response to exact customer specifications. These
specifications vary based on such factors as application, terrain, streel configuration and the nature of the
community, state or country in which the fire truck will be utilized. Spartan Chassis has three fire truck models
within this product line: (1) the “Gladiator” chassis; (2) the “Metro Star” chassis; and (3) the “Furion” chassis.

Spartan Chassis strives to develop innovative engineering solutions to meet customer requirements, and designs new
products anticipating the future needs of the marketplace. Spartan Chassis monitors the availability of new
technology and works closely with its component manufacturers to apply new technology to its products.

Over the past few years, there have been several examples of such innovations. Spartan Chassis helps to introduce
to the fire truck market vehicle systems and components that incrementally improve the level of safety for all
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vehicle occupants. Spartan Chassis was the first to introduce Roll Stability Control, which helps maintain vehicle
stability and aids in reducing vehicle rollovers. Other safety systems include side roll protection, a side air bag and
seal pretension system; the seatbelt sensor system that indicates unbuckled seatbelts, and the all-belts-to-seat system
with shock-absorbent seats and prominent red-colored seatbelts. The newest safety vehicle application, the 4x4
feature, enables a lower center of gravity, improving vehicle control, balance and maneuverability. The 4x4 option is
available on the complete fire truck vehicle line up.

Motorhome Chassis

Spartan Chassis custom manufactures chassis to the individual specifications of its motorhome chassis OEM
customers. These specifications vary based on specific interior and exterior design specifications, power
requirements, horsepower and electrical needs of the motorhome bodies to be attached to the Spartan chassis.
Spartan Chassis’ motorhome chassis are separated into five models: (1) the “NVS” series chassis; (2) the “Mountain
Master” series chassis; (3) the “K2” series chassis; (4) the “K3” series chassis and (5) the “ME2"” series chassis.
These motorhome chassis are generally distinguished by differences in allowable vehicle weight, length, gross
vehicle weight, engines, options and price. The ME2, which is a mid-engine chassis, provides the OEM a significant
opportunity in floor plan flexibility and provides enhanced ride and handling for the driver. A version with a rear-lift
deck, or traveling garage, provides extra storage space for bicycles, ATVs, canoes and other “toys” that complement
the RV lifestyle. The innovative mid-engine design is now available on entry-level diesel motorhome chassis.
Versions of these five basic product models are designed and engineered in order to meet customer requirements.
This allows the chassis to be adapted to each OEM’s specific floor plan and manufacturing process. Spartan Chassis
continually seeks to develop innovative engineering solutions to customer requirements and strives to anticipate
future market needs and trends by working closely with the OEMs and listening to the end users.

Specialty Vehicle Chassis

Spartan Chassis continues to develop specialized chassis and actively seeks additional applications of its existing
products and technology in the specialty vehicle market. In 2005, the Company produced its first specialty chassis
for military vehicles. Military vehicle chassis are the primary model of specialty chassis currently produced. With
its experience in manufacturing chassis for cement mixers, trolleys, utility trucks, crash and rescue vehicles and
other specialty uses, the Company believes it is well positioned to continue to take advantage of opportunities in
military vehicles and other specialty vehicle markets. Our sales of specialty chassis for military vehicles depend on
U.S. government contracts awarded to our customers. Multi-year U.S. government contracts generally are not fully
funded at inception.

EVTeam

The Company’s EVTeam consists of its three wholly owned subsidiaries, Crimson, Crimson Aerials and Road
Rescue. Crimson and Road Rescue engineer and manufacture emergency vehicles built on chassis platforms
purchased from either Spartan Chassis or outside sources. Crimson Aerials engineers and manufactures aerial ladder
components for fire trucks. The EVTeam members manufacture products only upon receipt of confirmed purchase
orders; thus they do not have significant amounts of completed product inventory. The EVTeam employed
approximately 381 associates as of February 29, 2008 of which approximately 378 were full-time.

Crimson Fire, Inc.

Crimson engineers, manufactures and markets its custom and commercial fire apparatus products through a network
of dealers throughout North America. Crimson’s product lines include pumpers and aerial fire apparatus, heavy- and
light-duty rescue units, tankers and quick attack units. Created by the merger on January 1, 2003 of two of the
Company’s wholly owned subsidiaries - Luverne Fire Apparatus, Ltd. and Quality Manufacturing, Inc. (two of the
industry’s oldest brands) - the Crimson Fire brand builds on more than 130 years of heritage. Crimson is recognized
in the industry for its innovative design and engineering. Crimson’s signature features - such as Tubular Stainless
Steel body structure, Vibra-ToquM mounting system, exclusive Trix-Max™ body frame and Smart Access pump
panels - are designed to offer the safety, reliability and durability that firefighters need to get the job done again and




again. As of February 29, 2008 Crimson employed approximately 175 associates of which approximately 173 were
full-time.

Crimson Fire Aerials, Inc.

Crimson Aerials engineers, manufactures and markets aerial ladder components for fire trucks at its headquarters in
Lancaster, Pennsylvania and employed approximately 44 associates as of February 29, 2008 of which 43 were full-
time. The Company began operations in the later half of 2003 and has developed a full line of aerial products.
Crimson Aerials introduced its first models in 2004 and is poised to produce the next generation of aerial devices in
terms of technology, operation and serviceability. Crimson Aerials currently sells its products to only Crimson Fire,
Inc.

Road Rescue, Inc.

Road Rescue engineers, manufactures and markets a complete line of premium, custom advanced-care ambulances
and rescue vehicles at its headquarters in Marion, South Carolina. Road Rescue is a market leader in the design of
Type I and Type 11l high-performance, modular ambulances that fit all emergency transport requirements and offer
the latest in technology. These vehicles are built with safety, performance and ease-of-maintenance in mind.
Vehicles such as the LiltraMedic Type IIl offer a glimpse at the ambulance of the future - complete with smart
displays, smart glass and a variety of other high-tech features. Road Rescue markets its products through a dealer
network throughout the United States and Canada. Road Rescue employed 162 associates as of February 29, 2008 of
which all were full-time.

Marketing

Spartan Chassis markets its custom manufactured chassis throughout the U.S. and Canada, primarily through the
direct contact of its sales department with OEMs, dealers and endusers. The EVTeam maintains dealer organizations
that establish close working relationships through their sales departments with endusers. These personal contacts
focus on the quality of the group’s custom products and allow the Company to keep customers updated on new and
improved product lines and endusers’ needs.

In 2007 and consistent with prior years, representatives from the Company attended trade shows, rallies and
expositions throughout North America as well as Europe and Asia to promote its products. Trade shows provide the
opportunity to display products and to meet directly with OEMs who purchase chassts, dealers who sell finished
vehicles and consumers who buy the finished products. Participation in these events also allows the Company to
better identify what customers and endusers are looking for in the future. The Company uses these events to create a
competitive advantage by relaying this information back to its research and development engineering groups for
future development projects.

The Company’s sales and marketing team is responsible for marketing its manufactured goods and producing
product literature. The sales group consists of 45 salespeople based in Company locations in Charlotte, Michigan;
Brandon, South Dakota; Marion, South Carolina; and Lancaster, Pennsylvania; and 13 additional salespeople
located throughout North America.

Cempetition

The principal methods of building competitive advantages utilized by the Company include short engineering
reaction time, custom design capability, high product quality, superior customer service and quick delivery. The
Company competes with companies that manufacture for similar markets, including some divisions of large
diversified organizations that have total sales and financial resources exceeding those of the Company. Certain
competitors are vertically integrated and manufacture their own chassis and/or apparatuses, although they generally
do not sell their chassis to outside customers (other OEMs). The Company’s direct competitors in the emergency
vehicle apparatus market are principally smaller manufacturers.




Because of the lack of reliable published statistics, the Company is unable to state with certainty its position in its
markets compared to its competitors. The emergency vehicle market and, to a lesser degree, the custom chassis
market are fragmented. The Company believes that no one company has a dominant position in either market.

Manufacturing

Spartan Chassis currently has six principal assembly facilities in Charlotte, Michigan for its custom chassis products.
In 2007, the Company’s Board of Directors approved the purchase of three manufacturing facilities, one of which
was previously leased in part as a warehousing facility. [n addition, the Company built a new manufacturing
facility, approved in 2006 by the Company’s Board of Directors, and this facility began production in the second
quarter of 2007. This newly constructed plant replaced outdated facilities and also added manufacturing capacity.
Due to the custom nature of its business, the Company’s chassis cannot be manufactured efficiently on automated
assembly lines. Generally, Spartan Chassis designs, engineers and assembles its specialized heavy-duty truck chassis
using commercially available components purchased from outside suppliers rather than producing components
internally. This approach facilitates prompt serviceability of finished products, reduces production costs, expedites
the development of new products and reduces the potential of costly down time for the enduser.

The EVTeam products are manufactured and assembled in each of the subsidiaries’ respective manufacturing
facilities, represented by four plants in total. The chassis for the products are purchased from Spartan Chassis and
from outside commercial chassis manufacturers. The EVTeam facilities do not use automated assembly lines since
each vehicle is manufactured to meet specifications of an enduser customized order. The chassis is rolled down the
assembly line as other components are added and connected. The body is manufactured at the facility with
componenis such as pumps, tanks, aerial ladders and electrical control units purchased from outside suppliers.

Suppliers

The Company is dedicated to establishing long-term and mutually beneficial relationships with its suppliers.
Through these relationships, the Company benefits from new innovations, higher quality, reduced lead times,
smoother/faster manufacturing ramp-up of new vehicle introductions and lower total costs of doing business. The
combined buying power of the Company’s subsidiaries and a corporate supply chain management initiative allow
the Company to benefit from economies of scale and to focus on a common vision.

Components for the Company’s products are generally available from a number of suppliers. The Company
maintains an extensive qualification, on-site inspection, assistance, and performance measurement system to control
risks associated with reliance on suppliers. The Company has not experienced any significant shortages of raw
materials and normally does not carry inventories of such raw materials or components in excess of those reasonably
required to meet production and shipping schedules. The Company purchases steel and aluminum under sales
agreements. Material cost increases are passed onto the Company’s customers whenever possible. However, there
can be no assurance that there will be no steel, aluminum or other cost or supply issues over the long-term.

Research and Development

The Company’s success depends on its ability to respond quickly to changing market demands and new regulatory
requirements. Thus, it emphasizes research and development and commits significant resources to develop and adapt
new products and production techniques. The Company devotes a portion of its facilities to research and
development projects and focuses on implementing the latest technology from component manufacturers into
existing products and manufacturing prototypes of new product lines. The Company spent §15.9 million, $12.6
million and $9.4 million on research and development in 2007, 2006 and 2003, respectively.

Product Warranties

The Company’s subsidiaries all provide limited warranties against assembly/construction defects. These warranties
generally provide for the replacement or repair of defective parts or workmanship for a specified period following
the date of sale. The endusers also may receive limited warranties from suppliers of components that are
incorporated into the Company’s chassis and vehicles, For more information concerning the Company’s product

7




warranties, see Note 10, Commitments and Contingent Liabilities, of the Notes to Consolidated Financial Statements
appearing in this Form 10-K.

Patents, Trademarks and Licenses

The Company has five United States patents which include rights to the design and structure of chassis and certain
peripheral equipment, and has two pending patent applications. Spartan Chassis and Crimson Fire Aerials each have
one pending patent application. The existing patents will expire on various dates from 2016 through 2024 and all are
subject to payments of required maintenance fees, The Company and its subsidiaries also own six United States
trademark registrations and one United States service mark registrations, as well as two trademark registrations in
each of New Zealand and Peru, and one trademark registration in each of Mexico and Papua New Guinea. The
trademark and service mark registrations are generally renewable under applicable laws, subject to payment of
required fees and the filing of affidavits of use. In addition, the Company has two pending U.S. trademark
applications and three pending Canadian trademark applications.

The Company believes its products are identified by the Company’s trademarks and that its trademarks are valuable
assets to both of its business segments. The Company is not aware of any infringing uses or any prior claims of
ownership of its trademarks that could materially affect its business. It is the policy of the Company to pursue
registration of its primary marks whenever possible and to vigorously defend its patents, trademarks and other
proprictary marks against infringement or other threats to the greatest extent practicable under applicable laws.

Eunvironmental Matters

Compliance with federal, state and local environmental laws and regulations has not had, nor is it expected to have,
a material effect on the Company’s capital expenditures, earnings or competitive position.

Associates

The Company and its subsidiaries emploved approximately 1,855 associates as of February 29, 2008, of which
approximately 1,812 were full-time. Included in the full-time counts are 498 contracted associates. Management
presently considers its relations with associates to be positive.

Customer Base

In 2007, the Company’s customer base included four major customers, all of which were customers of Spartan
Chassis. Sales in 2007 to Force Protection Industries, Inc. (“Force Protection™) were $131.5 million, to Newmar
Corp. (“Newmar”) were $85.6 million, to General Dynamics Land Systems, Inc. (“General Dynamics™) were $79.1
million and to Fleetwood Motor Homes of Indiana, Inc. (“Fleetwood™) were $74.4 million, These numbers compare
to 2006 sales of $45.2 million to Force Protection, $92.4 million to Newmar and $56.9 million to Fleetwood. In
2005, sales included $11.4 million to Force Protection, $83.4 million to Newmar and $75.5 miilion to Fleetwood.
There were no sales to General Dynamics in 2006 or 2005. Sales to customers classified as major amounted to
54.3%, 33.5% and 46.3% of total revenues in 2007, 2006 and 20035, respectively. Although the loss of a major
customer could have a material adverse effect on Spartan Chassis and its future operating results, the Company
believes that it has developed strong relationships with its customers.

Sales made to external customers outside the United States were $8.2 million, $7.1 million and $6.9 million for the
years ended December 31, 2007, 2006 and 2005, respectively, or 1.2%, 1.6% and 2.0%, respectively, of sales for
those years. All of the Company’s long-lived assets are located in the United States.

Backlog Orders

At December 31, 2007, the Company had backlog orders for Spartan Chassis of approximately $287.0 million,
compared with a backlog of $162.4 million at December 31, 2006. At December 31, 2007, the Company had
backlog orders for the EVTeam of $51.4 million, compared with a backlog of $69.7 million at December 31, 2006.
The Company expects to fill all of the backlog orders at December 31, 2007 during 2008.
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Although the backlog of unfilled orders is one of many indicators of market demand, several factors, such as
changes in production rates, available capacity, new product introductions and competitive pricing actions, may
affect actual sales. Accordingly, a comparison of backlog from peried to period is not necessarily indicative of
eventual actual shipments.

Available Information

The address of the Company’s web site is www.spartanmotors.com. The Company’s Annual Reports on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and other reports {and amendments thereto) filed or
furnished pursuant to Section 13(a) of the Securities Exchange Act are available on its web site as soon as
reasonably practicable afier the Company electronically files or furnishes such materials with the Securities and
Exchange Commission. In addition, paper copies of these materials are available without charge upon written
request to James W. Knapp, Spartan Motors, Inc., 1000 Reynolds Road, Charlotte, Michigan 48813.

Item 1A, Risk Factors.

Any negative change in the Company’s relationship with its major customers could have significant negative
effects on revenues and profits.

The Company's financial success is directly related to the willingness of its customers to continue to purchase its
products. Failure to fill customers’ orders in a timely manner could harm the Company’s relationships with its
customers. Furthermore, if any of the Company’s major customers experience a significant downturn in its business,
or fails to remain committed to the Company’s products or brands, then these customers may reduce or discontinue
purchases from the Company, which could have an adverse effect on the Company’s business, results of operations
and financial condition. The Company has four customers that accounted for 54.3% of its total annual sales in 2007
- any negative change in the Company’s relationship with any one of them or the orders placed by any one of them
could significantly affect the Company’s revenues and profits.

Fuel shortages, or higher prices for fuel, could have a negative effect on sales.

Gasoline or diesel fuel is required for the operation of motorhomes, fire trucks, aerial fadders and ambulances.
Particularly in view of increased international tensions and increased global demand for oil, there can be no
assurance that the supply of these petroleum products will continue uninterrupted, that rationing will not be imposed
or that the price of or tax on these petroleum products will not significantly increase in the future. Increases in
gasoline and diesel prices and speculation about potential fuel shortages have had an unfavorable effect on consumer
demand for motorhomes from time to time in the past, which then had a material adverse effect on sales volume, and
may do so in the future. Increases in the price of oil also can result in significant increases in the price of many of
the components in our products, which may have a negative impact on margins or sales volumes.

When we introduce new products we may incur expenses that we did not anticipate, such as recall expenses,
resulting in reduced earnings.

The introduction of new products is critical to our future success. We have additional costs when we introduce new
products, such as initial labor or purchasing inefficiencies, but we may also incur unexpected expenses. For
example, we may experience unexpected engineering or design flaws that will force a recall of a new product. In
addition, we may make business decisions that include offering incentives to stimulate the sales of products not
adequately accepied by the market, or to stimulate sales of older or obsolete products. The costs resulting from these
types of problems could be substantial and have a significant adverse eftect on our earnings.

If there is a rise in 1he frequency and size of product liability, warranty and other claims against us, including
wrongful death claims, our business, results of operations and financial condition may be harmed.

We are frequently subject, in the ordinary course of business, to litigation invelving product liability and other
claims, incleding wrongful death claims, related to personal injury and warranties. We partially self-insure our
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product liability claims and purchase excess product liability insurance in the commercial insurance market. We
cannot be certain that our insurance coverage will be sufficient to cover all future claims against us. Any increase in
the frequency and size of these claims, as compared to our experience in prior years, may cause the premiums that
we are required to pay for such insurance to rise significantly. It may also increase the amounts we pay in punitive
damages, which may not be covered by our insurance.

Increased costs, including costs of component parts and labor costs, potentially impacted by changes in labor
rates and practices, could reduce our operating income.

Our results of operations may be significantly affected by the availability and pricing of manufacturing components
and labor, as well as changes in labor rates and practices. Increases in raw materials used in our products could
affect the cost of our supply materials and components, as the rising steel and aluminum prices have impacted the
cost of certain of the Company’s manufacturing components, Although we attempt to mitigate the effect of any
escalation in components and labor costs by negotiating with current or new suppliers and by increasing productivity
or, where necessary, by increasing the sales prices of our products, we cannot be certain that we will be able to do so
without it having an adverse impact on the competitiveness of our products and, therefore, our sales volume. 1f we
cannot successfully offset increases in our manufacturing costs, this could have a material adverse impact on our
margins, operating income and cash flows. Our profit margins may decrease if prices of purchased component parts
or labor rates increase and we are unable to pass on those increases to our customers. Even if we were able to offset
higher manufacturing costs by increasing the sales prices of our products, the realization of any such increases often
lags behind the rise in manufacturing costs, especially in our operations, due in part to our commitment to give our
customers and dealers price protection with respect to previously placed customer orders.

Our sales of specialty chassis for military vehicles depend on U.S. government contracts awarded to our
customers. Multi-year U.S. government contracts generally are not fully funded at inception and are subject
to termination.

Currently, we derive a portion of our revenue, 36.1% in 2007, from the sale of specialty chassis for military
vehicles. Our customers for these specialty chassis have prime contracts with military agencies of the U.S.
government. There are unique risks associated with U.S. government contracts, and by extension, subcontracts.
Changes in the congressional appropriations process, program funding levels, and unforeseen world events can
interrupt, delay, or terminate the funding for any program or contract.

Other risks particular to government contracts and subcontracts include:

= U.S. government contracts generally permit the government to terminate a contract, in whole or in
part, for convenience. 1f a contract is terminated the government will pay the prime and subcontractors
for work performed and related termination costs.

»  The government may also terminate a contract for default in the event of a breach by the contractor. If
a contract ts terminated for default, the government in most cases pays for only the work it has
accepted. The loss of anticipated funding or the termination of multiple or large programs could have
an adverse effect on our future sales and earnings.

« In general, future sales under multiyear contracts are conditioned on the continuing availability of
congressional appropriations. Congress typically appropriates funds on a fiscal-year basis, even
though contract performance may extend over many years. Changes in appropriations in subsequent
years may impact the funding available for these programs. Delays or changes in funding can impact
the timing of available funds or lead to changes in program content.

»  Contracts and subcontracts for U.S. government programs are subject to various procurement laws and
regulations. The government may suspend us from receiving new contracts pending resolution of
alleged violations of these laws or regulations.

« U.S. defense spending has historically been cyclical. Rising budget deficits, increased military
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expenditures, and increasing costs for domestic programs could ultimately impact government
spending on military vehicles, Changes in military strategies, tactics, and cenditiens on the ground in
iraq and Afghanistan may lead to the reduction, delay, or termination of the vehicle programs that we
support.  Reductions in our existing vehicle programs, unless offset by other programs and
opportunities, could adversely affect our ability to sustain and grow our future sales and earnings,

We depend on a small group of suppliers for some of our components, and the loss of any of these suppliers
could affect cur ability to obtain components at competitive prices, which would decrease our sales or
earnings.

Most chassis, fire truck, aerial ladder and ambulance commodity components are readily available from a variety of
sources. However, a few proprietary or specialty components arc produced by a small group of quality suppliers that
have the capacity to support our requirements. Changes in our relationships with these suppliers, shortages,
production delays or work stoppages by the employces of such suppliers could have a material adverse effect on our
ability to timely manufacture our products and secure sales. If we cannot obtain an adequate supply of components,
this could result in a decrease in our sales and earnings.

Amendments of the regulations governing our businesses could have a material impact on our operations.

Our manufactured products are subject to extensive federal and state regulations. Amendments to any of these
regulations and the implementation of new regulations could significantly increase the costs of manufacturing,
purchasing, operating or selling our products and could have a material adverse effect on our results of operations,

Qur failure to comply with present or future regulations could result in fines, potential civil and criminal liability,
suspension of sales or production, or cessation of operations. In addition, a major product recall could have a
material adverse effect on our results of operations.

Certain U.S. tax laws currently afford favorable tax treatment for the purchase and sale of recreational vehicles that
are used as the equivalent of second homes. These laws and regulations have historically been amended frequently,
and it is likely that further amendments and additional regulations will be applicable to us and our products in the
future. Amendments to these laws and regulations and the implementation of new regulations could have a material
adverse effect on our results of operations.

Our operations are subject to a variety of federal and state environmental regulations relating to noise pollution and
the use, generation, storage, treatment, emission and disposal of hazardous materials and wastes. Although we
believe that we are currently in material compliance with applicable environmental regulations, our failure to
comply with present or future regulations could result in fines, potential civil and criminal liability, suspension of
production or operations, aiterations to the manufacturing process, costly cleanup or capital expenditures. For
example, laws mandating greater fuel efficiency and the heightened emission standards that took effect in 2007 have
increased our research and development costs and the cost of components necessary for production. Additionally,
this event could lead to the temporary unavailability of engines. The next change to emission standards that impacts
the Company’s products will cccur in 2010.

Failure to maintain effective internal control in accordance with Section 404 of the Sarbanes-Oxley Act could
have an adverse effect on our business and stock price.

Section 404 of the Sarbanes-Oxley Act requires us to evaluate annually the effectiveness of our internal control over
financial reporting as of the end of each fiscal year and to include a management report assessing the effectiveness
of our internal control over financial reporting in our annual report on Form 10-K. Based on that evaluation our
management concluded that our internal control over financial reporting was effective as of December 31, 2007.
Section 404 also requires our independent registered public accounting firm to attest to, and report on, the adequacy
of our internal control over financial reporting, [f we fail to maintain the adequacy of our internal control, as such
standards are modified, supplemented or amended from time to time, we cannot assure you that we will be able to
conclude in the future that we have effective internal control over financial reporting in accordance with Section
404. if we fail to maintain a system of effective internal control, it could have an adverse effect on our business and
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stock price. The effectiveness of our internal control over financial reporting as of Decemnber 31, 2007, has been
audited by BDO Seidman LLP, an independent registered public accounting firm, as stated in its attestation report,
which is included in Ttem 8,

Businesses are cyclical and this can lead to fluctuations in operating results.

The industries in which we operate are highly cyclical and there can be substantial fluctuations in our manufacturing
shipments and operating results, and the results for any prior period may not be indicative of results for any future
period. Companies within these industries are subject to volatility in operating results due to external factors such as
economic, demographic and political changes. Factors affecting the manufacture of chassis, fire trucks, aerial
ladders and ambulances include:

. interest rates and the availability of financing;

. commodity prices;

. unemployment trends;

. international tensions and hostilities;

. general economic conditions;

. strength of the U.S. dollar compared to foreign currencies;

. overall consumer confidence and the level of discretionary consumer spending;
. dealers’ and manufacturers’ inventory levels; and

. fuel availability and prices.

General economic conditions.

The effect of new or amended laws or regulations on the Company, our industry or the economy as a whole could
have a detrimental effect on our operations. Such laws and regulations could cause an industry-wide market decline
or affect the Company due to our inability to compete with other companies that are unaffected by these laws,
regulations or policies.

Concerns regarding acts of terrorism, the war in Iraq and subsequent events have created significant global
economic and palitical uncertainties that may have material and adverse effects on consumer demand (particularly
the specialty and motorhome markets), shipping and transportation and the availability of manufacturing
components,

Changes in economic conditiens, including changes in interest rates, strength of the United States dollar, financial
market performance and industry-specific factors could impact the economy in general, resulting in a downward
trend that impacts not only our business, but ail companies with which we compete; or, the changes could impact
only those parts of the economy upon which we rely in a unique fashion, including, for example, the introduction of
trade barriers that impact our attempts to expand in North America.

Item 1B. Unreselved Staff Comments.
None.
Item 2. Properties.

The following table sets forth information concerning the properties owned or leased by the Company. The
Company believes that its facilities are suitable for their intended purposes and adequate to meet its requirements for
the foreseeable future.
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Owned/ Square
Used By Location Use Leased Footage
Spartan Motors, Inc., Plant 1 - 1000 Reynolds Road Service Parts, Owned 65,000
Spartan Motors Charlotte, Michigan Service Garage,
Chassis, Inc. Customer Service,
Service Parts
Warehousing
Spartan Motors, Inc., Plant 2 - 1165 Reynolds Road Sales, Owned 8,000
Spartan Motors Charlotte, Michigan Systems,
Chassis, Inc. Publications
Spartan Motors, lnc., Plant 3 - 1580 Mikesell Street Engineering, Owned 52,000
Spartan Motors Charlotte, Michigan Research &
Chassis, Inc. Development,
Manufacturing,
Corporate Office
Spartan Motors, Inc., Plant 4 - 1549 Mikesell Street Manufacturing, Owned 142,000
Spartan Motors Charlotte, Michigan Accounting,
Chassis, inc. Receiving,
Purchasing,
Marketing,
Communications,
Human Resources,
Engineering,
Warehousing
Spartan Motors Plant 5 - 1055 Mikesell Street Manufacturing Owned 51,000
Chassis, Inc. Charlotte, Michigan
Spartan Motors Plant 6 - 1065 Mikesell Street Manufacturing, Owned 30,000
Chassis, Inc. Charlotte, Michigan Warehousing,
Engineering
Spartan Motors Plant 7 - 1111 Mikesell Street Manufacturing, Owned 172,000
Chassis, Inc. Charlotte, Michigan Warehousing,
Quality,
Receiving
Spartan Motors Plant 8 - 1663 Reynolds Road Manufacturing Owned 107,000
Chassis, Inc. Charlotte, Michigan Warehousing
Spartan Motors Plant 9 — 909 Shepherd Street Advanced Projects Owned 8,000
Chassis, Inc. Charlotte, Michigan Research &
Development
Spartan Motors Plant 10— 1014 Reynolds Road Service Parts Owned 29,000
Chassis, Inc. Charlotte, Michigan Warchousing
Crimson Fire, Inc. 907 7" Avenue, North General Offices, Owned 32,000
Brandon, South Dakota Manufacturing,

Warehousing




Owned/ Square

Used By Location Use Leased Footage
Crimson Fire, Inc. 1209 E. Birch Strect General Offices, Leased 35,000
Brandon, South Dakola Manufacturing,

Warehousing

Crimson Fire 1828 Freedom Road General Offices, Leased 34,000
Aerials, Inc. Lancaster, Pennsylvania Manufacturing,
Warchousing

Road Rescue, Inc. 2914 Spartan Place General Offices, Owned 106,000
Marion, South Carolina Manufacturing,
Warchousing

ftem 3. Legal Proceedings.

At December 31, 2007, the Company and its subsidiaries were parties, both as plaintiff or defendant, to a number of
lawsuits and claims arising out of the normal conduct of their businesses. In the opinion of management, the
Company’s financial position, future operating results and cash flows will not be materially affected by the final
outcome of these legal proceedings.

Item 4. Submission of Matters to a Vote of Security Holders.

During the fourth quarter of 2007, no matters were submitted to a vote of security holders, through the solicitation of
proxies or otherwise.

PART Il

[tem 5. Market For Registrant’s Common Stock, Related Shareholder Matters, and Issuer
Purchases of Equity Securities.

The Company’s common stock is traded on the NASDAQ Global Select Market under the symbol “SPAR.”

On May 23, 2007, the Company’s Board of Directors announced a 3-for-2 stock split which was issued on June 28,
2007 to shareholders of record on June 14, 2007. Prior to the stock split there were 21,568,499 shares of common
stock outstanding. After the split and the related retirement of fractional shares, there were 32,341,312 shares
outstanding.

On November 2, 2006, the Company’s Board of Directors announced a 3-for-2 stock split which was issued on
December 15, 2006 to sharcholders of record on November 15, 2006. Prior to the stock split there were 14,032,986
shares of common stock outstanding. Afier the split and the related retirement of fractional shares, there were
21,048,753 shares outstanding.

The following table sets forth the high and low sale prices for the Company’s common stock for the periods
indicated, all as reported by the NASDAQ Global Select Market:




High Low
Year Ended December 31, 2007:

First Quarter $ 16,93 $ 942
Second Quarter 25.03 15.35
Third Quarter 19.07 11.17
Fourth Quarter 18.45 6.82

Year Ended December 31, 2006:

First Quarter $ 528 $ 444
Second Quarter 8.31 4.87
Third Quarter 8.77 6.41
Fourth Quarter 11.04 7.78

In 2007, the Company’s Board of Directors declared cash dividends of $0.05 per outstanding share on April 26,
2007 to shareholders of record on May 15, 2007 and $0.05 per outstanding share to shareholders of record on
November 14, 2007. On October 23, 2007, a special $0.03 dividend was announced for shareholders of record on
November 14, 2007. In 2006, the Company’s Board of Directors declared cash dividends of $0.05 per outstanding
share on April 27, 2006 to shareholders of record on May 15, 2006 and $0.05 per outstanding share on October 26,
2006 to shareholders of record on November 15, 2006. On October 26, 2006, a special $0.02 dividend was
announced for shareholders of record on November 15, 2006.

The number of shareholders of record (excluding participants in security position listings) of the Company’s
common stock on February 29, 2008 was 577. See ltem 12 below for information concerning the Company’s equity
compensation plans.

Issuer Purchases of Equity Securities
A summary of the Company’s purchases of its common stock during the fourth quarter of fiscal year 2007 is as

follows:
Total Number of

Total Shares Purchased Number of Shares that
Number of Average as Part of Publicly May Yet Be Purchased
Shares Price Paid Announced Plans or Under the Plans or
Period Purchased (1)  per Share Programs Programs (2)
Oct. 1, 2007 to Oct. 31, 2007 - - - 350,000
Nov. 1, 2007 to Nov. 30, 2007 - - - 950,000
Dec. 1, 2007 to Dec. 31, 2007 250,000 8§ 775 250,000 700,000
Total 250,000 $ 775 250,000

(1) Shares reported in this column include those delivered by associates in satisfaction of tax withholding
obligations that occur upon the vesting of restricted shares.

(2} On July 24, 2007, the Board of Directors authorized management to repurchase, over the course of the
subsequent 12-month period, up to a total of 1,000,000 shares of its common stock in open market
transactions. The program is currently set to expire July 23, 2008. The Company has repurchased 300,000
shares through December 31, 2007, of which 50,000 shares were previously reported as repurchased in the
Company’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2007. Repurchase of
common stock is contingent upon market conditions. 1f the Company were to repurchase the remaining
700,000 shares of stock under the repurchase program, they would cost the Company approximately $5.7
million based on the sales price of the Company’s stock on February 29, 2008. The Company believes that
it has sufficient resources to fund this potential stock buyback.
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Item 6, Selected Financial Data.

The selected financial data shown below for the Company for each of the five years in the period ended
December 31, 2007 has been derived from the Consolidated Financial Statements of the Company. The following
data should be read in conjunction with the Consolidated Financial Statements and related Notes thereto and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in this Form
10-K.

Five-Year Operating and Financial Summary
(In Thousands, Except Per Share Data)

2007 2006 2005 2004 2003
(3 (2). 3)

Sales $ 681,922 § 445378  § 343,007 § 312,270  § 237372
Cost of products sold 585,421 372,002 294,232 270,891 202,524
Gross profit 96,501 73,376 48,775 41,379 34,848
Operating expenses:

Research and development 15,868 12,622 9.431] 7,943 7,070

Selling, general and administrative 41,383 31,360 26,693 24,451 21,604

Goodwill impairment -- 2,086 -- -- --
Operating income 39,250 27,308 12,651 8,985 6,174
Other income (expense), net (1,023 664 718 209 (429}
Earnings from continuing operations

before taxes on income 38,227 27,972 13,369 9,194 5,745
Taxes on income 13,723 11,144 5,077 3312 1,305
Net earnings from continuing

operations 24,504 16,828 8,292 5,882 4,440
Discontinued operations:

Gain on disposal of Carpenter (1) -- -- -- -~ 1,609
Net earnings $ 24504 % 16,828 § 8292 § 5882 § 6,049

Basic earnings per share (1):
Net earnings from continuing operations $  0.77 § 057 § 029 § 021 8§ 0.16
Net earnings from discontinued operations -- -- -- -- 0.06
Basic earnings per share $§ 077 8§ 057 3§ 0.29 § 021 § 0.22

Diluted earnings per share (1):
Net earnings from continuing operations $ 075 § 055 8§ 029 $ 021 § 0.16

Net earnings from discontinued operations -- -- -- -- 0.06
Diluted earnings per share $ 0.75 % 035 § 029 § 0.21 $ 0.22
Cash dividends per common share $ 013 3 0.12 8§ 011  § 0.10 § 0.09
Basic weighted average common shares

outstanding 31,935 29,606 28,254 27,791 27278
Diluted weighted average common shares

outstanding 32,833 30,531 28,818 28,673 27.977
Balance Sheet Data:

Net working capital $132,688 § 96,082 % 50676 § 43953 % 40,136

Total assets 318,664 190,648 123,208 106,913 91,382

Long-term debt 63,218 25,739 1,370 145 -

Shareholders’ equity 129,218 103,180 72,602 67,511 61,120
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(1} On September 28, 2000, the Company’s Board of Directors passed a resolution leading to the orderly
liquidation of Carpenter. Because Carpenter was a separate segment of the Company’s business, the
operating results and the disposition of Carpenter’s net assets were accounted for as a discontinued
operation. Accordingly, previously reported financial results for all periods presented were restated to
reflect this business as a discontinued operation. The $1,609,000 gain on disposat of Carpenter in 2003 is a
result of the Company’s revision of its estimated loss to dispose of the business, based upon final resolution
of certain accrued items related to the disposal.

(2) Effective January 1, 2006, the Company adopted FASB Statement 123(R), electing to use the modified
prospective method. See Note | 10 the Company’s 2007 Consolidated Financial Statements.

(3) On May 23, 2007, the Company’s Board of Directors announced a 3-for-2 stock split which was issued on
June 28, 2007 to sharcholders of record on June 14, 2007, On November 2, 2006, the Company’s Board of
Directors announced a 3-for-2 stock split which was issued on December 15, 2006 to shareholders of
record on November 15, 2006, The information included in this table reflects the impact of both stock
splits.

Item 7. Management’s Discussion and Analysis of Financial Condition_and Results of Operations.

OVERVIEW

Spartan Motors, Inc. was organized as a Michigan corporation on September 18, 1975, and is headquartered in
Charlotte, Michigan. The Company began development of its first product that same year and shipped its first fire
truck chassis in October 1975.

The Company is known as a leading niche market engineer and manufacturer in the heavy-duty, custom vehicles
marketplace. The Company has four wholly owned subsidiaries: Spartan Motors Chassis, Inc., located at the
corporate headquarters in Charlotte, Michigan (“Spartan Chassis™); Crimson Fire, Inc., headquartered in Brandon,
South Dakota {*Crimson”); Crimson Fire Aerials, Inc., located in Lancaster, Pennsylvania (“Crimson Aerials™); and
Road Rescue, Inc., located in Marion, South Carolina (*Road Rescue™). Crimson, Crimson Aerials and Road
Rescue make up the Company’s EVTeam. The Company’s brand names, Spartan™, Crimson Fire™ and Road
Rescue™, are known for quality, value, service and innovation.

Spartan Chassis is a leading designer, engineer and manufacturer of custom heavy-duty chassis. The chassis consist
of a frame assembly, engine, transmission, electrical system, running gear (wheels, tires, axles, suspension and
brakes) and, for fire trucks and some specialty chassis applications, a cab. Spartan Chassis customers are original
equipment manufacturers (“OEMs™) who manufacture the body or apparatus of the vehicle which is mounted on the
Company’s chassis. Crimson and Road Rescue engineer and manufacture emergency vehicles built on chassis
platforms purchased from either Spartan Chassis or outside sources. Crimson Aerials engineers and manufactures
aerial ladder components for fire trucks.

The Company’s business strategy is to further diversify product lines and develop innovative design, engineering
and manufacturing expertise in order to be the best value producer of custom vehicle products in the North
American marketptace. Spartan Chassis sells its custom diesel chassis to three principal markets: fire truck,
motorhome and spectalty vehicles. Spartan Chassis believes that opportunities for growth remain strong for custom-
built chassis and vehicles in each market.

The Company is an innovative team focused on building lasting relationships with its customers. This is
accomplished by siriving to deliver premium custom vehicles and services that inspire customer loyalty. The
Company believes that it can best carry out its long-term business plan and obtain optimal financial flexibility by
using a combination of borrowings under the Company’s credit facilities, as well as equity capital, as sources of
expansion capital. A key metric in measuring the Company’s success is the Company’s Return on Invested Capital
(ROIC). The Company defines ROIC as operating income, less taxes, on an annualized basis, divided by total
sharcholders’ equity.

17




The Company recognizes that motorhome chassis sales are more sensitive to economic swings than that of the
Company’s other two principal chassis markets. Thus, in the past few years, management has placed special
emphasis on further market penetration in the fire truck market and continued diversification into the specialty
chassis market.

The Company expects future growth and earnings to come from:
*  The growing strength of the Spartan brands, including Spartan Chassis, Crimsen Fire and Road Rescue,

*  EVTeam operational improvements as processes are reengineered to lower costs by eliminating non-value
added activities.

*  Further market share gain in the Class A motorhome market as the Company’s chassis continue to lead the
way in design features such as stability, ride, durability and dependability.

*  Recent additions to manufacturing capacity for fire truck chassis cabs, specialty vehicles, and motorhomes
chassis, expanded our capability to fulfill current and future market needs.

*  1In 2007, the Company unveiled the Furion which is the entry-level fire truck cab and chassis in the Spartan
Chassis product line. The Furion is designed to bridge the market between custom and commercial
vehicles.

¢ Opportunities in the areas of specialty vehicles, service parts and micro-niche markets. The Company has
received subcontract orders under the Mine Resistant Ambush Protected {(MRAP) program, the Iragi Light
Armored Vehicle (ILAV) program, the Joint IED-Defeat Organization (JIEDDQ) program, the Yeman
Light Armored Vehicle (YLAV) program and the Special Operations Command (SOCOM) program. The
Company’s current backlog for these specialty vehicles will support production through most of
2008. There is an opportunity for increased service parts sales as the number of military vehicles in the
field grows. The Company is cautiously optimistic about the potential for additional military business.

*  Potential for increased sales from our EVTeam due to the recent introduction of the “Boomer”, an
innovative, low cost product that will provide an aerial waterway for fire departments looking for a cost
effective solution. It also offers other features such as lifting and clevated lighting capabilities in addition
to the necessary connections to operate vehicle extraction tools.

*  The Company believes the major strength of its business model is market diversity and customization, with
a growing foundation in emergency rescue. The emergency rescue market is relatively less affected by geo-
political events compared 10 the recreational vehicle market.
The following section provides a narrative discussion about the Company’s financial condition and results of
operations. The comments that follow should be read in conjunction with the Company’s Consolidated Financial
Statements and related Notes thereto included elsewhere within this Report,

Results of Operations

The following table sets forth, for the periods indicated, the components of the Company’s consolidated statements
of income, on an actual basis, as a percentage of revenues:
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Year Ended December 31,

% of Sales 2007 2006 2005
Spartan Consol-  Spartan Consol- Spartan Consol-
Chassis EVTeam idated Chassis EVTeam idated Chassis EVTeam idated
Sales 100.0 100.0 100.0 100.0 100.0  100.0 100.0 100.0 100.0
Cost of products scld 84.8 97.0 85.8 §2.0 95.7 83.5 83.8 97.5 85.8
Gross profit 15.2 3.0 14.2 18.0 4.3 16.5 16.2 2.5 14.2

Operating expenses:
Research and

development 2.2 28 2.3 2.6 3.0 28 24 3.0 27
Selling, general and
administrative 4.5 7.3 6.1 5.7 7.3 7.1 6.4 94 7.8
Goodwill
Impairment -- -- - -- 2.7 0.5 -- -- --
Operating income 8.5 -7.1 58 9.7 -8.7 6.1 74 -99 37
Other income/
(expense), net 0.1 -1.4 -0.2 0.1 -0.6 0.2 0.1 -0.7 0.2
Earnings before
taxes on income 8.6 -8.5 5.6 9.8 -9.3 6.3 7.5 -10.6 3.9
Taxes on income 2.9 -2.8 2.0 14 -2.3 2.5 2.5 -3.3 1.5
Net carnings 5.7 -5.7 3.6 6.4 -1.0 3.8 5.0 -7.3 2.4

Year Ended December 31, 2007 compared to Year Ended December 31, 2006
Continuing Operations

For the year ended December 31, 2007, consolidated sales increased $236.5 million (53.1%) over sales for the same
period in 2006. The increase was due to a $223.9 million {57.2%) increase in Spartan Chassis sales coupled with a
$12.1 million (15.6%) increase in EVTeam sales. Intercompany sales from Spartan Chassis to the EVTeam
decreased $0.5 million (-2.5%) over the prior year. Intercompany sales are ¢liminated from the consolidated sales
totals.

Within Spartan Chassis, the motorhome chassis line experienced a sales increase of $13.1 million (6.4%) over 2006
sales. This increase was due to higher unit sales due to additional models of existing customers offering Spartan
Chassis.

Fire truck chassis, another major product tine for Spartan Chassis, experienced an increase of $7.9 million (7.3%) in
sales for the year ended December 31, 2007 over the year ended December 31, 2006. Fire truck units sold were flat
in 2007 compared to 2006, however the Company’s average selling price per fire truck grew as the market continues
to demand more complex product options.

Other Spartan Chassis sales were $282.0 million compared to $79.2 million in 2006. This increase primarily is due
to higher sales of military chassis for the Mine Resistant Ambush Protected {(MRAP) military subcontracts.
Increased service part sales also contributed to the increase over the prior year. The increase in service parts sales
corresponds to increased military vehicles in the field. The Company’s current backlog for these specialty vehicles
will support production through most of 2008, considering that orders are not canceled. See Item 1A “Risk Factors”
relating to government contracts for more details.

The increase in EVTeam sales for 2007 was a result of increases at Crimson Fire of $8.7 million and at Road Rescue
of $2.6 million, while Crimson Fire Aerials remained fairly flat with a $0.8 million increase in sales. The Crimson
Fire sales increase was driven by higher average unit prices. Road Rescue experienced improved sales due to an
increase in the number of units sold as well as a higher average unit sell price.
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Gross profit increased from $73.4 million in 2006 to $96.5 million in 2007 due to higher sales volumes. However,
gross margin decreased from 16.5% in 2006 to 14.2% in 2007, due primarily to a change in the product sales mix.
In the prior year, the specialty chassis in production were a part of lower volume military programs while the
primary specialty chassis product in production in 2007 is part of the MRAP program. The MRAP program is a
highly competitive program with many OEM’s bidding to secure orders resulting in lower margins for these
specialty chassis.

Operating expenses increased by $11.2 million (24.3%) from 2006 levels. The main factors in the increase were
staff additions and overtime paid to support the increase in sales discussed above. Operating expenses as a
percentage of sales decrcased from 10.4% for the year ended December 31, 2006 to 8.4% for the year ended
December 31, 2007.

The increase in the Company’s income taxes from $11.1 mitlion in 2006 to $13.7 million in 2007 is primarily due to
increased earnings before taxes in 2007 when compared to 2006. The effective tax rate was 35.9% in 2007 as
compared to 39.8% in 2006. The reason for the decrease in the effective tax rate was twofold. The 2006 effective
tax rale was negatively impacted by a non-deductible goodwill charge. Additionally, 2007 experienced an increase
in the Section 199 production deduction. See Note 3, Taxes on Income, of the Notes to Consolidated Financial
Statements for further information regarding income taxes.

Net earnings increased $7.7 million ($0.20 per diluted share, post-split) from $16.8 million ($0.55 per diluted share,
post-split} in 2006 to $24.5 million ($0.75 per diluted share, post-split) in 2007 as a result of the factors discussed
above.

Year Ended December 31, 2006 compared to Year Ended December 31, 2005

For the year ended December 31, 2006, consolidated sales increased $102.4 million (29.8%) over sales for the same
period in 2005. The increase was due to a $97.5 million (33.1%) increase in Spartan Chassis sales coupled with a
$12.6 million {19.4%) increase in EVTeam sales. Increased sales from Spartan Chassis to the EVTeam caused
intercompany sales to increase $7.7 million (48.2%) over the prior year. Intercompany sales are eliminated from the
consolidated sales totals.

Within Spartan Chassis, the motorhome chassis line experienced a sales increase of $15.0 million (7.9%) over 2005
sales, While 2006 motorhome unit sales were down compared to 2005, 2005 lower end units were replaced with
higher end chassis sales and increased saies to a new customer added during 2005.

Fire truck chassis, another major product line for Spartan Chassis, experienced an increase of $22.8 million (26.7%)
in sales for the year ended December 31, 2006 over the year ended December 31, 2005. As the increase in sales
indicates, the fire truck market continued to be strong in 2006. An increase in market share resulted in the increase
in fire truck chassis sales.

Other Spartan Chassis sales were $79.2 million compared to $19.5 millien in 2005. This increase is due to higher
sales of military chassis for the Joint Explosive Rapid Response Vehicle (JERRV) and Iragi Light Armored Vehicle
(ILAV) military subcontracts. Sales of military vehicle chassis began in the first quarter of 2005.

The increase in EVTeam sales for 2006 was a result of increases at Crimson Fire of $16.0 million and at Crimson
Fire Aerials of $2.7 million, partially offset by a sales decrease at Road Rescue of $6.1 million. The increases were
driven by higher average unit prices for fire trucks coupled with higher unit sales of fire trucks.

Gross margin increased from 14.2% in 2005 to 16.5% in 2006. Primary drivers for the gross margin increase were
changes in product mix with increased fire truck chassis sales, increased military chassis sales and increased sales
volumes for the EVTeam. Partially offsetting these improvements were increased expenses due to Road Rescue
production issues and increased warranty expense at Spartan Chassis. Also contributing to the increase in gross
margin in 2006 were improved production efficiencies at Spartan Chassis and Crimson Fire.

Operating expenses increased by $9.9 million (27.5%) from 20035 levels. Expenses for 2006 include a $2.1 million

goodwill impairment charge related 1o Road Rescue. The Company completes its required annual impairment test

as of October 1 each year. Based upon the estimated fair values of the Company’s reporting units using a

discounted cash flow valuation, the goodwill at Road Rescue subsidiary was evaluated as impaired and goodwill
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totaling $2.1 million was recognized as a charge against operating income. The remaining balance of the goodwill
of the Company relates to its Crimson Fire subsidiary and was not impaired. Other factors causing the increase were
staff additions to support the increase in sales discussed above and increased payroll costs due to higher incentive
plan payments generated by the improvement in results. Operating expenses as a percentage of sales decreased from
10.5% for the year ended December 31, 2005 to 10.4% for the year ended December 31, 2006.

The increase in the Company’s income taxes from $5.1 million in 2005 to $11.1 million in 2006 is primarily due to
increased earnings before taxes in 2006 when compared to 2005. The effective tax rate was 39.8% in 2006 as
compared to 38.0% in 2005. The increase in the effective tax rate was due to the non-deductible goodwill charge
and higher state taxes in 2006 versus 2005. See Note 5, Taxes on Income, of the Notes to Consolidated Financial
Statements for further information regarding income taxes.

Net earnings increased $8.5 million from $8.3 million ($0.29 per diluted share, post-split} in 2005 to $16.8 million
($0.55 per diluted share, post-split} in 2006 as a result of the factors discussed above.

Quarterly Results

The Company’s rate of sales growth has varied historically from quarter to quarter. For a description of quarterly
financial data, see Note 13, Quarterly Financial Data (Unaudited), of the Notes to Consolidated Financial
Statements appearing io this Form 10-K.

Liquidity and Capital Resources

The Company generated an ROIC of 27.4% in the fourth quarter of 2007, a 122.8% increase compared to the ROIC
of 12.3% for the same period in 2006. The Company defines return on invested capital as operating income, less
taxes, on an annualized basis, divided by total shareholders’ equity. ROIC for the year ended December 31 2007
was 19.8% compared to ROIC of 15.7% in 2006.

Cash on hand remained relatively flat from $13.8 million at December 31, 2006 to $13.5 million at December 31,
2007. During 2007, proceeds from the Company’s net increase in notes payable and use of its line of credit
amounted to $37.5 million while $7.2 million was provided from the exercise of stock options and the related tax
benefit, Of these funds, $6.7 million was used to fund operating activities. Accounts receivable, inventories and
accounts payable increased primarily as a result of increased sales levels at Spartan Chassis. Other uses of the funds
were $31.2 million for property, plant and equipment, $4.3 million to pay dividends and $2.8 million for the
repurchase of Company stock. The Company’s working capital increased by $36.6 million from $96.1 million in
2006 to $132.7 million in 2007. See the “Consolidated Statements of Cash Flows” appearing in Item 8 of this Form
10-K, for further information regarding the components of the decrease in cash and cash equivalents, from $13.8
million as of December 31, 2006, to $13.5 million as of December 31, 2007. See the “Five-Year Operating and
Financial Summary” table appearing in Item 6 of this Form 10-K for a five-year comparison of net working capital.

Shareholders’ equity increased $26.0 million, from $103.2 million as of December 31, 2006 to $129.2 million as of
December 31, 2007, The increase was driven by $24.5 million in net income of the Company, $1.7 million from
compensation related to stock appreciation rights and restricted stock and $7.2 million from the exercise of stock
options including the corresponding tax benefit. These increases were partially offset by $4.3 millien in dividends
paid, 52.8 million for the repurchase of Company stock and a $0.3 million adjustment due to the adoption of FIN 48
*Accounting for Uncertain Income Tax Provisions”, as of January 1, 2007. See “Consolidated Statements of
Shareholders’ Equity” appearing in Item 8 of this Form 10-K for further information regarding the changes in
shareholders’ equity.

On July 24, 2007, the Board of Directors authorized management to repurchase, over the course of the subsequent
12-month period, up to a total of 1,000,000 shares of its common stock in open market transactions. That
authorization will expire on July 24, 2008. During the 2007, 300,000 shares were repurchased in open market
transactions. Repurchase of common stock is contingent upon market conditions. [f the Company were to
repurchase the remaining 700,000 shares of stock under the repurchase program, they would cost the Company
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approximately $5.7 million based on the sales price of the Company’s stock on February 29, 2007. The Company
believes that it has sufficient cash reserves to fund this potential stock buyback.

During its March 12, 2007, August 6, 2007 and Qctober 23, 2007 meetings, the Board of Directors approved a $40
million increase in the Company’s primary revolving note payable with JP Morgan Chase Bank, increasing the total
unsecured borrowings available to $65 million. The Company had borrowings of $35.5 million under this debt
agreement in the form of a line of credit as of December 31, 2007, The Company also had a $10.0 million term note
as of December 31, 2007 under the same debt agreement. The line of credit includes three one-year automatic
extensions unless the bank provides notice of non-renewal 14 months in advance of the expiration date. Working
capital and capital expenditures created the need for the additional borrowings. Under the terms of the line of credit
andl term note agreement, the Company is required to maintain certain financial ratios and other financial conditions.
The agreement also prohibits the Company from incurring additional indebtedness, limits certain acquisitions,
investments, advances or loans and restricts substantial asset sales. At December 31, 2007, the Company was in
compliance with all debt covenants.

The Company has an unsecured fixed rate long term note which bears interest at 4.99%. The loan is repayable in
equal monthly installments and matures in October of 2011. At December 31, 2007, the total outstanding amount on
this note was $6.5 million of which $466,667 is payable in 2008.

The Company has a secured line of credit for $0.2 million, which has an expiration date of July 5, 2008. This line of
credit is secured by accounts receivable, inventory and equipment. There were no borrowings under this line at
December 31,2007, As of December 31, 2007, the Company was in compliance with all debt covenants.

The Company has secured mortgage notes of which $1.1 million and $0.1 million are outstanding as of December
31, 2007. The mortgage notes carry an interest rate of 3.00% payable in monthly installments (for principal and
interest) of $6,933 and $834, respectively, with balances due July 1, 2010 and March 1, 2009, respectively. These
mortgage notes are secured by real estate and buildings.

On November 30, 2007, the Company entered into a private shelf agreement with Prudential Investment
Management, Inc. This agreement allows the Company to borrow up to an additional $40,000,000 to be issued in
$5,000,000 minimum increments. The interest rate is determined based on applicable rates at time of issuance. The
Company had a $10 million term note issued under this shelf agreement as of December 31, 2007, which carried an
interest rate of 4.93%.

The Company had construction in process as of December 31, 2007 for the site development and building
construction for a new office building and renovations to manufacturing facilities. Total estimated construction
costs for these projects were $13.9 million of which $2.0 million has been spent as of December 31, 2007. All
construction projects are expected to be completed by August of 2008.

On April 26, 2007, the Board of Directors approved regular dividends of $0.10 per share payable in the amount of
$0.05 per share on June 15, 2007 and $0.05 per share on December 14, 2007 to shareholders of record on May 15,
2007 and November 14, 2007 respectively. On October 23, 2007, the Board of Directors approved a special
dividend of $0.03 per share payable on December 14, 2007 to shareholders of record on November 14, 2007.

The Company believes it has sufficient resources from cash flows from operating activities and, if necessary, from
additional borrowings under its lines of credit to satisfy ongoing cash requirements for the next 12 months, Proceeds
from existing credit facilities and anticipated renewals, along with cash flows from operations, are expected to be
sufficient to meet capital needs in the foreseeable future,

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements.
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Contractual Obligations and Commercial Commitments

The Company's future contractual obligations for agreements, including agreements to purchase materials in the
normal course of business, are summarized below. The weighted average interest rate for long term debt as of
December 31, 2007 was 5.21%. The Company is in the process of constructing new office space and the renovation
of manufacturing facilities for which there were no outstanding purchase commitments as of December 31, 2007.
The estimated cost to complete the construction is $11.9 million.

Payments Due by Period ( § - thousands)

Less than More than
Total 1 Year 1-3 Years 4-5 Years 5 Years
Long-term debt (1) S 69,993 5 3,713 $ 61,044 § 57236 $ -
Operating leases 1,280 523 638 119 --
Purchase obligations 86,262 86,262 - -- --
Total contractual
obligations $ 157,535 $ 90,498 $ 61,682 $ 5355 3 -

(1) Long term debt includes estimated interest payments; interest payments on related variable rate debt were
calculated using the effective interest rate at December 31, 2007.
Critical Accounting Policies and Estimates

The following discussion of accounting policies is intended to supplement Note |, General and Summary of
Accounting Policies, of the Notes to Consolidated Financial Statements. These policies were selected because they
are broadly applicable within the Company’s operating units and they invoive additional management judgment due
to the sensitivity of the methods, assumptions and estimates necessary in determining the related statement of
operations, asset and/or liability amounts.

Revenue Recognition - The Company recognizes revenue in accordance with SEC Staff Accounting Bulletin (SAB)
No. 104, Revenue Recognition. Accordingly, revenue is recognized when title to the product and risk of ownership
passes to the buyer. In certain instances, risk of ownership and title passes when the unit has been completed in
accordance with purchase order specifications and has been tendered for delivery to the customer. Sales are shown
net of returns, discounts and sales incentives, which historically have not been significant. The collectability of any
related receivable is reasonably assured before revenue is recognized.

Accounts Receivable — The Company maintains an allowance for customer accounts that reduces receivables to
amounts that are expected to be collected. In estimating the allowance, management considers factors such as
current overall economic conditions, industry-specific economic conditions, historical and anticipated customer
performance, historical experience with write-offs and the level of past-due amounts, Changes in these conditions
may result in additional allowances.

Inventory - Estimated inventory allowances for slow-moving and obsolete inventory are based upon current
assessments about future demands, market conditions and related management initiatives. If market conditions are
less favorable than those projected by management, additional inventory allowances may be required,

Impairment of Goodwill - Goodwill represents the difference between the purchase price and the related underlying
tangible and identifiable intangible net asset values resulting from business acquisitions. Annually, or if conditions
indicate an earlier review is necessary, the carrying value of the reporting unit is compared to an estimate of its fair
value. If the estimated fair value is less than the carrying value, goodwill is impaired and will be written down to its
estimated fair value. Goodwill is allocated to the reporting unit from which it was created.

Based upon the estimated fair values of the Company’s reporting units using a discounted cash flow valuation, the

goodwill at its Road Rescue subsidiary which is included in the Company’s EVTeam reportable segment was
evaluated as impaired and goodwill totaling $2,086,394 was recognized as a charge against operating income during
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2006. The remaining balance of the goodwill of the Company relates to its Crimson Fire subsidiary and was not
impaired as of December 31, 2007,

Warranties - The Company’s policy is to record a provision for the estimated cost of warranty-related claims at the
time of the sale, and periodically adjust the provision to reflect actual experience. The amount of warranty liability
accrued reflects management’s best estimate of the expected future cost of honoring the Company’s obligations
under the warranty agreements. The Company's estimates are based on historical experience, the number of units
involved and the extent of features and components included in product models. For military vehicles with limited
historical data, estimates were based upon historical experience of commercial vehicles. See also Note 10,
Commitments and Contingent Liabilities, of the Notes to Consolidated Financial Statements included in this 10-K
for further information regarding warranties.

Equity Compensation - SFAS 123(R), “Share-Based Payment”, addresses the accounting for share-based employee
compensation and was adopted by Spartan Motors, Inc. on January [, 2006 utilizing the madified prospective
approach. The effect of applying SFAS 123(R) and further information on Spartan Motors, Inc. equity compensation
plans, including inputs used to determine fair value of options and stock appreciation rights (SARs) is disclosed in
Note 9 1o the financial statements. SFAS 123(R) requires that share options and SARs awarded to employees are
recognized as compensation expense based on their fair value at grant date. The fair market value of options and
SARs granted under the Company’s stock option plans was estimated on the date of grant using the Black-Scholes
option-pricing model using assumptions for inputs such as interest rates, expected dividends, volatility measures and
specific employee exercise behavior patterns based on statistical data. Some of the inputs we use are not market-
observable and have to be estimated or derived from available data, Use of different estimates would produce
different values, which in turn would result in higher or lower compensation expense recognized. We have not run
the model with alternative inputs to quantify their effects on the fair value of the options or SARs.

To value options and SARs, several recognized valuation models exist. None of these models can be singled out as

being the best or most correct one. The model we apply is able to handle some of the specific features included in

the awards we grant, which is the reason for its use. If we were to use a different model, the values would differ

despite using the same inputs. Accordingly, using different assumptions coupled with using a different valuation

model could have a significant impact on the fair value of employee stock options and SARs. Fair value could be
‘ cither higher or lower than the ones produced by the model we apply and the inputs we used.

New and Pending Accounting Policies
See Note | to the consolidated financial statements included in Item 8 of this Form 10-K.
Effect of Inflation

Inflation affects the Company in two principal ways. First, the Company’s revolving notes payable is generally tied

| to the prime and LIBOR interest rates so that increases in those interest rates would be translated into additional
interest expense. Second, general inflation impacts prices paid for labor, parts and supplies. Whenever possible, the
Company attempts to cover increased costs of production and capital by adjusting the prices of its products.
However, the Company generally does not attempt to negotiate inflation-based price adjustment provisions into its
contracts. Since order lead times can be as much as six months, the Company has limited ability to pass on cost
increases 1o its customers on a short-term basis. In addition, the markets served by the Company are competitive in
nature, and competition limits the Company’s ability to pass through cost increases in many cases. The Company
strives to minimize the effect of inflation through cost reductions and improved productivity.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The Company’s primary market risk exposure is a change in interest rates and the effect of such a change on
outstanding variable rate short-term and long-term debt. At December 31, 2007, the Company had $35.5 million of
debt outstanding under its variable rate short-term and long-term debt agreements. An increase of 1% in interest
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rates would not have a material adverse effect on the Company’s financial position. The Company does not enter
into market risk sensitive instruments for trading or other purposes.

The Company does not believe that there has been a material change in the nature or categories of the primary
market risk exposures or the particular markets that present the primary risk of loss to the Company. As of the date
of this report, the Company does not know of or expect any material changes in the general nature of its primary
market risk exposure in the near term. In this discussion, “near term” means a period of one year following the date
of the most recent balance sheet contained in this report.

Prevailing interest rates and interest rate relationships are primarily determined by market factors that are beyond the
Company’s control. All information provided in response to this item consists of forward-looking statements.
Reference is made to the section captioned “Forward-Looking Statements” before Part [ of this Annual Report on
Form 10-K for a discussion of the limitations on the Company’s responsibility for such statements.
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Item 8.

Financial Statements and Supplementary Data.

SPARTAN MOTORS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents

Accounts receivable, less allowance for doubtful accounts

of $802,000 in 2007 and $373,000 in 2006
Inventories
Deferred income tax assets
Deposits on engines
Other current assets
Total current assets

Property, plant and equipment, net
Goodwill
Deferred income tax assets
Other assets
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued warranty

Accrued customer rebates

Accrued compensation and related taxes

Accrued vacation

Depaosits from customers

Other current liabilities and accrued expenses

Taxes on income

Current portion of long-term debt

Total current liabilities

Other non-current liabilities
Long-term debt, less current portion

Deferred income tax liabilities

Shareholders’ equity:

Preferred stock, no par value; 2,000,000 shares authorized (none issued)
Common stock, $0.01 par value; 40,000,000 and 23,900,000 shares

authorized in 2007 and 2006, respectively; issued

32,352,679 shares and 31,667,009 shares (post stock splits, see
Note 1) in December 31, 2007 and 2006, respectively

Additional paid in capital
Retained earnings
Total shareholders’ equity

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

See Accompanying Notes to Consolidated Financial Statements.
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December 31,

2007 2006
§ 13,527,867 $ 13,834,892
132,906,559 62,620,127
103,075,789 64,173,194
6,924 832 4,566,657
- 10,900,000
1,978,322 1,881,706
258,413,369 157,976,576
56,673,215 29,659,133
2,457,028 2,457,028
775,000 --
345,327 554,774

$ 318,663,939

$ 190,647,511

$ 90,769,512 £ 30,703,496
10,823,532 6,380,740
1,962,765 3.470,617
10,430,556 7,712,421
1,758,354 1,483,389
5,539,824 7,465,422
3,366,825 2,591,484
551,074 1,565,629
522,666 521,105
125,725,108 61,894,303
1,025,000 -
62,695,454 25,218,120
-- 355,000

323,527 316,670
62,648,429 54,233,016
66,246,421 48,630,402
129,218,377 103,180,088

$ 318,663,939

$ 190,647,511




SPARTAN MOTORS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Sales
Cost of products sold
Gross profit

Operating expenses:
Research and development
Selling, general and administrative
Goodwill impairment

Operating income

Other income (expense):
[nterest expense
Interest and other income

Earnings before taxes on income

Taxes on income
Net earnings

Basic net earnings per share
Diluted net earnings per share
Basic weighted average common shares outstanding

Diluted weighted average common shares outstanding

Year Ended December 31,

2007 2006 2005
$ 681.922475 § 445377639  § 343,006,608
585,421,207 372,001,666 294,231,467
96,501,268 73,375,973 48,775,141
15,868,348 12,622,487 9,431,394
41,382,741 31,359,187 26,693,005
-- 2,086,394 --
39,250,179 27,307,905 12,650,742
(1,747,754) (347,071) (140,698)
724,852 1,011,613 858,801
38,227,277 27,972,447 13,368,845
13,723,000 11,144,000 5,077,000
24,504,277 § 16828447 § 8,291,845
077 § 057 § .29
075 % 055 § .29
31,535,000 29,606,000 28,254,000
32,833,000 30,531,000 28,818,000

See Accompanying Notes to Consolidated Financial Statements.
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SPARTAN MOTORS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
YEAR ENDED DECEMBER 31, 2007, 2006 and 2005
Accumulated
Number Additional Other
of Common Paid Retained Unearned Comprehensive
Shares Stock In Capital Earnings Compensation Loss Total

Balance at January 1, 2005 18,799.363 & 187,994 § 36,147,937 § 31.182253 § - 5 (7,066) § 67,511,118
Purchase and constructive

retirement of stock {150,000) {1,500) (289,500) (759,235) - -- (1,050.235)
Stock options exercised and

related tax benefit 176,248 1,762 1,042,612 -- - - 1,044,374
Dividends paid ($0.11 per

share) - - - (3,266,878) - - (3,266,878)
issuance of restricted stock 129,376 1,294 921,581 -- (922,875) -- -
Amortization of uncarned

compensation - - - - 76,906 - 76,906
Comprehensive income:
Net eamings - - - 8,291,845 -- -- 8,291,845
Change in unrealized loss

on marketable securities, net

of tax -- - - - - {4,814) (4.814)
Total comprehensive income 8,287,031
Balance at December 31,2005 18,954,987 § 189,550 3% 37,822,630 § 35447985 § (845969) § (11,880} $ 72,602,316
Reclassification of unearned

compensation upon adopling

new stock based payment

accounting principle - - (845,969) - 845,969 - -
[ssuance of common stock

and the tax benefit of

stock incentive plan

transactions 1,995,477 19955 15,929,162 - - - 15,949,117
Dividends declared (30.12

per share) -- -- -- (3,646,030) -- -- (3.646,030)
Issuance of restricted

stock, net of cancellation 160,875 1,608 {1,608) - - - —
Stock based compensation

expense related 1o SARs and

restricted stock -- - 1,434,358 - - - 1,434,358
Comprehensive income:
Net eamnings - - -- 16,828,447 - - 16,828,447
Change in unrealized loss

on marketable securities, net

of tax - - -- -- - 11.880 11,880
Total comprehensive income 16,840,327
Balance at December 31,2006 21,111,339 § 211,113 § 54,338,573 § 48630402 § - 8 -- § 103,180,088
Adjustment for 3-for-2 stock ,

split on June 28, 2007 10,555,670 105,557 (105,557) -- -- - -
Balance at December 31, 2006,

as adjusted 31,667,009 $ 316,670 § 54,233,016 3§ 48,630,402 § - 8 - 5 103,180,088
Adjustment for adoption of FIN

48, “Accounting for

Uncenainty in Income Taxes” - - - {331,000) - - (331,000)
Issuance of common stock

and the 1ax benefit of

stock incentive plan

transactions 756,809 7.569 7,175,318 - - -- 7,182 887
Dividends declared ($0.13

per share) - - - (4,342, 889) - - (4,342,889)
Issuance of restricted

stock, net of cancellation 228,771 2,288 (2,288) - - - -
Stock based compensation

expense related to SARs and ;

restricted stock - -- 1,793,883 - - - 1,793,883
Purchase and constructive

retirement of stock (300,000) (3,000) {551,500} (2,214,369) - -- (2,768,869}
Comprehensive income:
Net eamnings - - - 24,504,277 - - 24,504,277
Total comprehensive income 24,504,277
Balance at December 31, 2007 32,352,679 § 323,527 § 62,648,429 § 66,246,421 § - 8 - % 129218377

See Accompanying Notes to Consolidated Financial Statements.,




SPARTAN MOTORS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net earnings

Adjustments to reconcile net earnings to net cash provided by

(used in) operating activities:

Depreciation

{Gain) loss on disposal of assets

Goodwill impairment

Tax benefit from stock incentive plan transactions

Deferred income taxes

Stock based compensation related to stock appreciation
rights and restricted stock

Decrease (increase) in operating assets:
Accounts receivable
Inventories
Taxes receivable
Other assets

Increase (decrease) in operating liabilities:
Accounts payable
Accrued warranty
Accrued compensation and related taxes
Accrued vacation
Deposits from customers
Other current liabilities and accrued expenses
Taxes on income

Total adjustments

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchases of marketable securities
Proceeds from sale of marketable securities

Net cash used in investing activities

Cash flows from financing activities;
Proceeds from long-term debt
Payments on long-term debt
Proceeds from the exercise of stock options
Purchase and retirement of common stock
Cash retained on taxes due to stock incentive
plan transactions
Payment of dividends
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Year Ended December 31,

2007 2006 2005
$ 24504277 $ 16828447 § 8291845
4,062,789 2,862,721 2,646,990
86,425 (54,817) 21,524
- 2,086,394 -
(3,556,165)  (3,141,000) 118,000
(3,488,175) (775,261) 373,060
1,793,883 1,434,358 76,906
(70,286,432)  (25,603,578)  (4,657,599)
(38,902,595)  (19,907,805)  (11,823,677)
- 989,896 966,639
11,012,831 (10,857,151) (885,602)
60,066,016 9,957,947 1,497,650
4,442,792 1,877,968 832,011
2,718,135 3,471,128 976,556
274,965 294,697 101,278
(1925,598)  (6,174,775) 5,052,063
(732,511) 1,453,484 1,211,228
3,235,610 4,706,629 -
(31,198,030) _ (37,379.165) __ (3,492.973)
(6,693,753)  (20,550,718) 4,798,872
(31,182,496}  (14,435019)  (2,932,092)
19,200 456,902 50,002
- - (2,000,000)
- 1,989,190 1,487,986
(31,163,296) _ (11,988,927) _ (3.394,104)
168,800,000 24,500,000 1,250,000
(131,321,105) (130,609) (25,424)
3,626,722 12,808,117 926,374
(2,768,869) —~  {1,050,235)
3,556,165 3,141,000 -
(4,342,889)  (3,646,030)  (3,266,878)
37,550,004 36672478  (2,166,163)
(307,025) 4,132,833 (761,395)
13,834,892 9,702,059 10,463 454
$ 13,527,867 § 13834892 § 9,702,059

Supplemental disclosures: Cash paid for interest was $1,463,000, $308,000 and $194,000 for 2007, 2006 and 2005,
respectively. Cash paid for income taxes was $13,502,000, $6,294,000 and $3,707,000 for 2007, 2006 and 2005,

respectively.

See Accompanying Notes to Consolidated Financial Statements,
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SPARTAN MOTORS, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - GENERAL AND SUMMARY OF ACCOUNTING POLICIES

Nature of QOperations. Spartan Motors, Inc. (the “Company™) is an international engineer and manufacturer of
custom motor vehicle chassis and bodies. The Company’s principal chassis markets are fire trucks, motorhomes and
specialty vehicles. The Company also has various subsidiaries that are manufacturers of bodies for various markets
including fire trucks and ambulances.

Principles of Consolidation. The consolidated financial statements include the accounts of the Company and its four
wholly owned subsidiaries: Spartan Chassis, Inc., Crimson Fire, Inc., Crimson Fire Aerials, Inc. and Road Rescue,
Inc. All intercompany transactions have been eliminated.

Financial Instruments. The Company values financial instruments as required by Statement of Financial Accounting
Standards (“SFAS™) No. 107, “Disclosures about Fair Values of Financial Instruments.” The carrying amounts of
cash and cash equivalents, accounts reccivable, accounts payable and variable rate debt instruments approximate fair
value. Due to the recent addition of fixed rate debt instruments, the fair value of these financial instruments
approximates their carrying value at December 31, 2007. The Company does not utilize derivative instruments.

Revenue Recognition. The Company recognizes revenue when title to its product passes to the customer. In certain
instances, risk of ownership and title passes when production and testing of the product has been completed and the
product has been tendered for delivery. Rebates for certain product sales, which are known and accrued at time of
sale, are reflected as a reduction of revenue. Any related receivable is also evaluated for collectability before
revenue is recognized.

Shipping and Handling of Products. Costs incurred related to the shipment and handling of products are classified in
cost of products sold. Amounts billed to customers for shipping and handling of products are included in sales.

Use of Estimates. The preparation of the consolidated financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual results could differ from those
estimates.

Cash and Cash Equivalents include cash on hand, cash on deposit and money market funds. The Company considers
all investments purchased with a maturity of three months or less to be cash equivalents.

Accounts Receivable. The Company’s receivables are subject to credit risk, and the Company does not typically
require collateral on its accounts receivable. The Company performs periodic credit evaluations of its customers’
financial condition and generally requires a security interest in the products sold. Receivables generally are due
within 30 days and allowances are maintained for potential credit losses. Historically, such losses consistently have
been within management’s expectations. Past due accounts are written off when collectability is determined to be
no longer assured.

Inventories are stated at the lower of first-in, first-out (FIFQ) cost or market. Estimated inventory allowances for
stow-moving and obsolete inventory are based upon current assessments about future demands, market conditions
and related management initiatives. If market conditions are less favorable than those projected by management,
additional inventory aliowances may be required.

Property, Plant and Equipment is stated at cost and is depreciated over their estimated useful lives using principally
an accelerated method for both financial statement and income tax purposes. Estimated useful lives range from 20 to
31.5 years for buildings and improvements, 3 to 7 years for plant machinery and equipment, 3 to 7 years for
furniture and fixtures and 3 to 3 years for vehicles.
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Goodwill. The Company applies the provisions of SFAS No. 142, “Goodwill and Other Intangible Assets,” which
prohibits the amortization of goodwill and intangible assets with indefinite lives and requires the Company to
evaluate these intangibles for impairment on an annual basis. Goodwill is allocated to the reporting unit from which
it was created. The Company completes its required annual impairment test as of October 1 each year. Based upon
the estimated fair values of the Company’s reporting units using a discounted cash flow valuation, the goodwill at its
Road Rescue subsidiary, which is included in the Company’s EVTeam reportable segment, was evaluated as
impaired and goodwil! totaling $2,086,394 was recognized as a charge against operating income during 2006. The
remaining balance of the goodwill of the Company relates to its Crimson Fire subsidiary and was not impaired at
December 31, 2007.

Warranties. The Company’s policy is to record a provision for the estimated cost of warranty-related claims at the
time of the sale, and periodically adjust the provision to reflect actual experience. The amount of warranty liability
accrued reflects management’s best estimate of the expected future cost of honoring the Company’s obligations
under the warranty agreements. The Company’s estimates are based on historical experience, the number of units
involved and the extent of features and components included in product models. See Note 10, Commitmenis and
Contingent Liabilities, for further information regarding warranties.

Deposits from Customers. The Company receives advance payments from customers for future product orders and
records these amounts as liabilities. Such deposits are accepted by the Company when presented by customers
seeking improved pricing in connection with orders that are placed for products to be manufactured and sold at a
future date, Revenue associated with these deposits is deferred and recognized upon shipment of the related product
to the customer.

Research and Development. The Company’s research and development costs, which represent compensation costs,
travel and entertainment and administrative expenses among other items, are expensed as incurred.

Taxes on Income. The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for
Income Taxes,” which requires that deferred income tax assets and liabilities be recognized using enacted tax rates
for the effect of temporary differences between the book and tax bases of recorded assets and liabilities. SFAS No.
109 also requires deferred income tax assets be reduced by a valuation allowance, if it is more likely than not, some
portion or all of the deferred income tax assets will not be realized.

The Company evaluates the realizability of its deferred income tax assets by assessing its valuation allowance and
by adjusting the amount of such allowance, if necessary. The factors used to assess the likelihood of realization are
the Company’s forecast of future taxable income, the projected reversal of temporary differences and available tax
planning strategies that could be implemented to realize the net deferred income tax assets.

As disclosed in Note 5, Taxes on Income, the Company adopted the provisions of FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109,” effective fanuary 1,
2007. The Company has elected to retain its existing accounting pelicy with respect to the treatment of interest and
penalties attributable to income taxes, and continues to reflect any change for such, to the exient it arises, as a
component of its income tax provision or benefit.

Earnings Per Share. Basic earnings per share represents net earmnings divided by the weighted average number of
common shares outstanding during the period exclusive of unvested restricted shares outstanding. Diluted earnings
per share represents net earnings outstanding divided by the weighted average number of common shares
outstanding plus the average dilutive effect of the Company’s stock options, restricted stock, and stock appreciation
nights (“SARs”) outstanding during the period determined using the treasury stock method. The effect of dilutive
stock options, restricted stock and SARs was 898,000, 925,000 and 564,000 shares in 2007, 2006 and 2005,
respectively. For 2006, all shares related to stock options outstanding were included in the diluted weighted average

-
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shares. For 2007 and 2005, 88,000, and 1,722,000 shares, respectively, related to stock incentive plans were not
included in diluted weighted average common shares outstanding because their inclusion would be antidilutive.

Stock Incentive Plans. Effective January 1, 2006, the Company adopted SFAS No. 123 (revised), “Share-Based
Payment” (SFAS 123(R)) utilizing the modified prospective approach. Prior to the adoption of SFAS 123(R), the
Company accounted for stock option grants under the recognition and measurement principles of Accounting
Principles Board (“APB™) Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations,
and accordingly, recognized no compensation expense for stock option grants in net income because the exercise
price of options granted was equal 1o the market price of the related common stock at the date of grant.

Under the medified prospective adoption approach, compensation expense is recognized for all share-based
payments granted prior to, but not yet vested as of December 31, 2005, based on the grant-date fair value estimated
in accordance with the original provisions of SFAS 123, and compensation cost for all share-based payments
granted subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance with the
provisions of SFAS 123(R). All options and SARs outstanding at the time of adoption were vested as of December
31,2005. The Company’s incentive stock plans are described in more detail in Note 9, Stock Based Compensation.

Prior to the adoption of SFAS 123(R) the Company presented all tax benefit deductions resulting from the exercise
of stock options as operating cash flows in the Consolidated Statements of Cash Flows, SFAS 123(R) requires the
cash flows resulting from the tax benefits resulting from the tax deductions in excess of the compensation cost
recognized for those options to be classified as financing cash flows. The $3,556,165 and $3,141,000 reported as
cash retained on taxes due to stock incentive plan transactions classified as a financing cash flow in 2007 and 2006,
respectively, would have been classified as an operating cash inflow prior to the adoption of SFAS 123(R).

Stock Split. On May 23, 2007, the Company’s Board of Directors announced a 3-for-2 stock split which was issued
on June 28, 2007 to shareholders of record on June 14, 2007, Prior to the stock split there were 21,568,499 shares of
common stock outstanding. After the split and the related retirement of fractional shares, there were 32,341,312
shares outstanding. On November 2, 2006, the Company’s Board of Directors declared a 3-for-2 stock split which
was issued on December 13, 2006 to shareholders of record on November 15, 2006. Earnings per share, all share
data and additional paid in capital have been restated in all prior periods to reflect these stock split.

Reclassifications. Certain immaterial amounts in the prior years’ financial statements have been reclassified to
conform to the current year’s presentation.

New Accounting Standards. In June 2007, the FASB ratified the consensus reached by the Emerging Issues Task
Force (EITF) on EITF issue 06-11, “Accounting for Income Tax Benefits of Dividends on Share-Based Payment
Awards.” EITF 06-11 requires companies to recognize the income tax benefit realized from dividends or dividend
equivalents that are charged to retained earnings and paid to employees for non-vested equity-classified employee
share-based payment awards as an increase in additional paid-in capital. The EITF should be applied prospectively
to the income tax benefits of dividends on equity-classified employee share-based payment awards that are declared
in fiscal years beginning after December 15, 2007, and interim periods within those fiscal years. The Company does
not expect EITF 06-11 to have a material effect on its consolidated results of operations or its financial position.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities,” which permits entities to choose to measure eligible financial instruments at fair value. The objective
of this statement is to provide entities with the opportunity to mitigate volatility in reported earnings caused by
measuring related assets and liabilities differently without having to apply complex hedge accounting provisions,
The provisions of SFAS No. 159 are effective for fiscal years beginning after November 15, 2007. The Company
does not expect the adoption of this statement to have a material impact on its consolidated results of operations or
its financial position.
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In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” This statement clarifies the
definition of fair value, establishes a framework for measuring fair value and expands the disclosures on fair value
measurements. SFAS No. 157 was initially effective for the Company beginning January 1, 2008. In February
2008, the FASB approved the issuance of FASB Staff Position (FSP)} FAS 157-2. FSP FAS 157-2 defers the
effective date of SFAS No. 157 until January 1, 2009 for nonfinancial assets and nonfinancial liabilities except those
items recognized or disclosed at fair value on an annual or more frequently recurring basis. The Company does not
expect SFAS 157 to have a material impact on its consolidated results of operations or financial position.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” to further enhance the accounting
and financial reporting related to business combinations. SFAS No. 141{R) establishes principles and requirements
for how the acquirer in a business combination (1) recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any noncontrelling interest in the acquiree, (2) recognizes
and measures the goodwill acquired in the business combination or a gain from a bargain purchase, and (3)
determines what information to disclose to enable users of the financial statements to evaluate the nature and
financial effects of the business combination. SFAS No. 141(R) applies prospectively to business combinations for
which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15, 2008. Therefore, the effects of the Company’s adoption of SFAS No. 141{R) will depend upon the
extent and magnitude of acquisitions after December 31, 2008.

NOTE 2 - INVENTORIES

Inventortes are summarized as follows: December 31,

2007 2006
Finished goods $ 18,346,128 $ 14,937,698
Work in process 21,426,663 14,407,108
Raw materials and purchased components 65,459,415 37,274,183
Obsolescence and slow-moving reserves (2,156,417) (2,445,793)
TOTAL INVENTORY $ 103,075,789 $ 64,173,194

NOTE 3 - PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment are summarized by major classifications as foltows:

December 31,

2007 2006

Land and improvements $ 2,613,565 $ 2,014,732
Buildings and improvements 48,091,565 18,241,956
Plant machinery and equipment 16,545,663 10,390,834
Furniture and fixtures 11,980,457 11,671,808
Vehicles 2,594,369 2,353,152
Counstruction in process (estimated cost to complete of

$11,859,000 at December 31, 2007) 2,731,505 9,159,300
SUBTOTAL 84,557,124 53,831,782
Less accumulated depreciation (27,883,909) {24,172,649)
TOTAL PROPERTY, PLANT AND EQUIPMENT, NET § 56,673,215 $ 29,659,133

Interest capitalized during 2007 related to construction and renovation of manufacturing facilities amounted to
approximately $429,000. There was no capitalized interest in 2006 and 2005.

33




SPARTAN MOTORS, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 4 - LEASES

The Company leases certain office equipment and manufacturing and warehouse space under operating lease
agreements. Leases generally provide that the Company shall pay the cost of utilities, insurance, taxes and
maintenance. Rent expense for the years ended December 31, 2007, 2006 and 2005 was §1,124,000, $773,000 and
$729,000, respectively, Future minimum lease commitments under non-cancelable leases are as follows: $523,000
in 2008; $430,000 in 2009, $208,000 in 2010, $42,000 in 2011 and $77,000 in 2012 and thereafter.

NOTE 5 - TAXES ON INCOME

Income tax expense (credit) is summarized as follows:

Year Ended December 31,

2007 2006 2005

Current:

Federal $ 15,789,588 $ 10,996,402 $ 4,430,000

State 1,421,587 922,859 273,940
Total current 17,211,175 11,919,261 4,703,940
Deferred (credit):

Federal (3,116,860) (718,816) 433,000

State (371,309) (56,445) (59,940)
Total deferred (3,488.175) (775,261) 373,060
TOTAL PROVISION FOR INCOME TAXES $ 13,723,600 $ 11,144,000 S 5,077,000

Curreni taxes on income are further reduced by tax benefits associated with stock incentive plan transactions under
the plans described in Note 9. This reduction totaled $3,556,165 in 2007 and $3,141,000 in 2006 and was recognized
as an adjustment of additional paid-in capital. In 2005, this amounted to an increase of $118,000 and was also
recognized as an adjustment of additional paid-in capital.

Differences between the expected income tax expense derived from applying the federal statutory income tax rate to
earnings before taxes on income and the actual tax expense, are as follows:

Year Ended December 31,
2007 2006 2005
Amount Percentage  Amount  Percentage Amount Percentag

Federal income taxes at the

statutory rate $ 13,379,547 35.00% $ 9,790,356 35.00% $§ 4,545407 34.00%
Increase {(decrease) in income taxes

resulting from:

Nondeductible expenses 418,000 1.09 74,000 0.26 39,000 0.29
State tax expense 924,000 2.42 168,000 0.60 74,000 0.55
Non-deductible goodwill
impairment adjustment -- - 700,000 2.50 -- --
Adjustments to federal and state :
tax reserve -- - 414,000 1.48 - -

Adjustment of valuation allowance

on state net operating losses and

ITC carryforwards (99,000) (0.26) 105,000 0.37 150,000 1.12
Adjustment of valuation allowance

on charitable contribution

carryforward -- -- -- -- 230,000 1.72
Section 199 production deduction (791,000} (2.07) (238,000) (0.85) (122,000) (0.91)
Other (108,547) (0.28) 130,644 0.47 160,593 1.20

TOTAL $ 13,723,000 3590% $11,144000  39.83% § 5,077,000 37.97%

34



SPARTAN MOTORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 5 - TAXES ON INCOME (Continued)
Temporary differences which give rise to deferred tax asscts (Habilities) are as follows:

December 31,

2007 2006
Current asset (liability):
Additional capitalized inventory costs $ 150,000 $ 148,000
Vacation accrual 666,000 561,000
Warranty reserve 4,221,000 2,489,000
Inventory allowance 782,000 909,000
Allowance for doubtful accounts 562,000 146,000
Prepaid insurance (92,000) -
State tax net operaling loss carryforward 378,000 529,000
Valuation allowance for state tax net operating loss carryforward (378,000} {529,000)
State tax credit carrylorward 44,000 --
Valuation allowance for state tax credit carryforward (44,000) --
Federal tax benefit related to state tax reserves 334,000 219,000
Other 301,832 94,657
NET CURRENT DEFERRED TAX ASSETS $ 6,924,832 $ 4,566,657
Noncurrent asset (liability) - Other 775,000 (355,000}
NET NONCURRENT DEFERRED TAX ASSETS (LIABILITIES) 5 775,000 % (355,000}

At December 31, 2007 and 2006, the Company had state deferred tax assets, related to state tax net operating loss
carryforwards, of approximately $582,000 and $802,000, respectively, which begin expiring in 2017. At December
31, 2007, the Company had a state tax credit carryforward of approximately $67,000 that expires in 2009. The
Company has fuil valuation allowances against these deferred tax assets and expects to maintain these allowances on
future tax benefits of state net operating losses and tax credits until an appropriate level of profitability is sustained
or the Company is able to develop tax strategies that will enable it to conclude that, more likely than not, a portion
of the deferred tax assets will be realizable.

The Company adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in [ncome Taxes,
an interpretation of FASB Statement No. 109”7 (“FIN 48"), effective January 1, 2007. The Company identified
unrecognized tax benefits (“UTB”) of $723,000 as of January 1, 2007, Computed interest and penaliies on UTB
amounted to $238,000, for a total FIN 48 liability of $961,000 at date of adoption. In accordance with the transition
provisions of FIN 48, the Company recorded a decrease to its beginning balance of retained earnings in the amount
of $331,000 with the remaining $630,000 being reclassified from current accrued taxes on income to other non-
current liabilities. The change in UTB, excluding interest and penalties, is as follows for 2007:

2007
Balance at January 1, 2007 $ 723,000
Decrease related to prior year tax positions (43,000)
[ncrease related to current year tax positions 42,000
Settlements (60,000)
Balance at December 31, 2007 $ 662,000
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Included in other non-current liabilities in the Consolidated Balance Sheet as of December 31, 2007 is the ending
UTB balance of $662,000, as well as $363,000 of interest and penalties, for a total of $1,025,000. The total UTB of
£662.,000 would affect the effective tax rate if recognized in future periods. The total amount of UTB could increase
or decrease within the next twelve months for a number of reasons including the expiration of statute of limitations,
audit settlements, tax examination activities and the recognition and measurement considerations under FIN 48. The
Company does not believe that the total amount of UTB will materially increase or decrease over the next twelve
months. The Company was last audited by the Internal Revenue Service (“IRS™) in 2002 and settled all issues for
the years 1998 through 2000. The Company also files tax returns in a number of states and those jurisdictions
remain subject to examination in accordance with relevant state statutes.

On July 12, 2007, Michigan enacted a new business tax (Michigan Business Tax), which is a combined income tax
and medified gross receipts tax. This tax replaces the Single Business Tax, which is similar to a value added tax and
thus was not included in income tax expense by the Company. The new Michigan Business Tax, which was
effective January 1, 2008 and applies to all business activity after December 31, 2007, is largely based on income
and thus will be treated as an income tax by the Company. In accordance with SFAS No. 109, “Accounting for
Income Taxes,” deferred income tax assets and liabilities are required to be adjusted for the effect of a change in tax
iaws or rates with the effect included in income for the period that includes the enactment date. The Company has
evaluated this change on its deferred income tax accounts and determined the impact to be immaterial.

NOTE 6 - DEBT

Long-term debt consists of the following:

December 31, December 31,

2007 2006
Mortgage notes payable to Brandon Revolving Loan Foundation:
Due March 1, 2009 with monthly installments of $834 including
interest at 3%. Collateralized by land. $ 128,064 $ 134,123
Due July 1, 2010 with monthly instaliments of $6,933 including
interest at 3%. Collateralized by building. 1,134,500 1,182,879

Note Payable to Charter One Bank:
Due October 1, 2011 with monthly installments of $6,933 excluding
interest at 4,.99%. Unsecured debt. 6,455,556 6,922,223
Note Payable to }P Morgan Chase Bank:
Principal due November 30, 2009 with quarterly interest
only payments at 4.70%. Unsecured debt. 10,000,000 --
Note Payable to Prudential Investment Management, Inc.:
Principal due November 30, 2010 with quarterly interest
only payments at 4.93%. Unsecured debt. 10,000,000 -
35,500,000 17,500,000

Line of credit with JP Morgan Chase Bank
63,218,120 25,739,225
Less current portion of long-term debt (522.,666) (521,105)

TOTAL
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The long-term debt is due as follows: $522,666 in 2008; $46,139,838 in 2009; $11,500,061 in 2010; $5,055,555 in
2011; and none thereafter.

The Company’s primary line of credit is a $65,000,000 unsecured revolving note payable to a bank that expires on
September 30, 2009. This line carries an interest rate equal to the Eurodollar rate plus an applicable margin.
Borrowings on this line amounted to $35,500,000 and $17,500,000 at December 31, 2007 and 2006, respectively.
The applicable Eurodollar rate plus margin was 5.38% and 5.72%, respectively. Under the terms of the credit
agreement for the line of credit, the Company is required to maintain certain financial ratios and other financial
conditions. The agreement also prohibits the Company from incurring additional indebtedness, limits certain
acquisitions, investments, advances or loans and restricts substantial asset sales. At December 31, 2007 and 2006,
the Company was in compliance with all debt covenants.

The Company also has a secured line of credit of $200,000 which carries an interest rate of 1% above the bank’s
prime rate (prime rate at December 31, 2007 was 7.25%) and is secured by accounts receivable, inventory and
equipment. This line of credit will expire on July 3, 2008. There were no borrowings under this line at December 31,
2007 and 2006.

As of November 30, 2007, the Company entered into a private shelf agreement with Prudential Investment
Management, Inc. This agreement allows the Company to borrow up to $40,000,000 to be issued in $5,000,000
minimum increments. The interest rate is determined based on applicable rates at time of issuance. As of December
31,2007, the Company had $10,000,000 issued under this agreement.

NOTE 7 - TRANSACTIONS WITH MAJOR CUSTOMERS

The Company had four Spartan Chassis customers classified as major customers in 2007, 2006 and 2005, as follows:

2007 2006 2005
Accounts Accounts Accounts
Customer Sales Receivable Sales Receivable Sales Receivable
Customer A $131,461,000 § 27,590,000 $ 45,186,000 $ 15,014,000 % 11,397,000 $ 5,890,000
Customer B 85,566,000 4,052,000 92,440,000 1,706,000 83,396,000 2,121,000
Customer C 79,118,000 46,728,000 - -- - -
Customer D 74,393,000 81,000 56,858,000 3,330,000 75,518,000 5,364,000

NOTE 8 - PROFIT-SHARING PLAN

The Spartan Motors Retirement Plan provides for matching 401(k) contributions and covers all associates who meet
length of service and minimum age requirements. The Company’s matching contributions vest over 5 years and
were approximately $870,000, $599,000 and $564,000 in 2007, 2006 and 2005, respectively. These amounts were
expensed as incurred,

NOTE 9 - STOCK BASED COMPENSATION
The Company has stock incentive plans covering certain employees and non-employee directors. Shares reserved for

stock awards under these plans total 7,200,000. Total shares remaining available for stock incentive grants under
these plans totaled 1,760,425 at December 31, 2007,
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The Company is currently authorized to grant stock options, restricted stock, restricted stock units, stock
appreciation rights and common stock under its various stock incentive plans which include its Non Qualified Stock
Option Plan, 1994 Incentive Stock Option Plan, 1996 Stock Option and Restricted Stock Plan for Outside Market
Advisors, Stock Option and Restricted Stock Plan of 1998, Stock Option and Restricted Stock Plan of 2003, Stock
Incentive Plan of 2005 and Stock Incentive Plan of 2007. The stock incentive plans allow certain employees,
officers and non-employee directors to purchase common stock of Spartan Motors at a price established on the date
of grant. Incentive stock options granted under these plans must have an exercise price equal to or greater than
100% of the fair market value of Spartan Motors stock on the grant date. Options under these plans to date were
granted with exercise prices at 100% of the fair market value on the date of grant.

Stock Options and Stock Appreciation Rights. Granted options and Stock Appreciation Rights (SARs) vest
immediately and are exercisable for a period of 10 years from the grant date. The exercise price for all options and
the base price for all SARs granted has been equal to the market price at the date of grant. Dividends are not paid on
unexercised options or SARs.

We receive a tax deduction for certain stock option exercises during the period the options are exercised, generally
for the excess of the fair value of the stock on date of exercise over the exercise price of the options. Prior to the
adoption of SFAS 123(R), we reported all tax benefits resulting from the exercise of stock options as operating cash
flows in our consolidated statement of cash flows. Upon adoption of SFAS 123(R), any cxcess tax benefits are
required to be shown in our consolidated statement of cash flows as financing cash flows. Excess tax benefits derive
from the difference between the tax deduction and the fair market value of the option as determined by a valuation
meodel which in our case is the Black-Scholes moded.

The following table illustrates the effect on net income and earnings per share as if the Company had applied the fair
value recognition provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” to stock-based
employee compensation for the year ended December 31, 2005:

Year Ended
December 31, 2005

Net earnings as reported $ 8,291,845
Deduct: Compensation expense — fair value
method (1,335,965)

Add: [ncome tax benefit for disqualifying
dispositions associated with incentive

stock options previously expensed 80,848
Pro forma $ 7,036,728
Basic net earnings per share
As reported 5 0.29
Pro forma 0.25
Diluted net earnings per share
As reported S 0.29
Pro forma 0.24
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The table below lists the weighted-average assumptions used in the Black-Scholes option-pricing model and the
resulting estimated weighted average fair value of SARs in 2007 and 2006 and options in 2005, Expected
volatilities are based on the historical volatility of the Company’s stock and the expected life of the SARs awarded.
The effective term of the SARs, based on using the “simplified method” as outlined in Staff Accounting Bulletin
No. 107 as published by the Securities and Exchange Commission, is five years. Based on this effective term, the

five-year Treasury Bond rates as of the date of grant were used to estimate the risk-free rate of return.

Dividend Expected Risk Free Expected Estimated Fair
Yield Volatility Interest Rate Life Value
2007 1.5% 49.9% 3.44% 5 years $£3.20
2006 1.5% 35.0% 4.710% 5 years $3.39
2005 2.0% 54.4% 4.38% 5 years $2.03

Option activity for the year ended December 31, 2007 is as follows for all plans:

Options outstanding and

exercisable at December 31, 2006

Granted and vested
Exercised
Cancelied

Opiions outstanding and

exercisable at December 31, 2007

Weighted
Weighted Average
Average Total Remaining
Total Number Exercise intrinsic Contractual
of Options Price Value Term (Years)
1,675,221 $4.20
(711,397) 4.09
(17,965) 343
945,859 4.34 $3,117,339 5.5

The weighted-average grant date fair value of options granted in 2005 was $2.03. No options were granted in 2006
or 2007. Total intrinsic value of options exercised during years ended December 31, 2003, 2006 and 2007 were
$347,845, $9,253,462, and $8,265,521, respectively.

SARs activity for the year ended December 31, 2007 is as follows for all plans:

SARs outstanding and exercisable
at December 31, 2006

Granted and vested

Exercised

Cancelled

SARs outstanding and exercisable
at December 31, 2007

Weighted
Weighted Average
Average Total Remaining
Total Number Grant Date Intrinsic Contractual
of SARs Fair Value Value Term (Years)
360,932 $2.95
226,742 3.20
(57.164) 3.04
(1,125} 3.39
529,385 3.06 $300,860 9.2
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The weighted-average grant date fair value of SARs granted was $2.03, $3.39 and $3.20 for years ended December
31, 2005, 2006 and 2007, respectively. These SARS could have been exercised for the issuance of 50,719 shares of
the Company’s common stock at December 31, 2007, The total intrinsic value of SARs exercised during the years
ended December 31, 2006 and 2007 was $202,102 and $608,847, respectively. There were no SARs exercised
during the year ended December 31, 2005.

The Company recorded $841.576 and $725,574 in compensation expense related to SARs granted for the years
ended December 31, 2006 and 2007, respectively. The total income tax benefit recognized in the income statement
related to SARs was $294,552 and $253,951 for 2006 and 2007, respectively.

Restricted Stock Awards. The Company issues restricted stock, at no cash cost, to directors, officers and key
employees of the Company. Shares awarded entitle the shareholder to all rights of common stock ownership except
that the shares may not be sold, transferred, pledged, exchanged or otherwise disposed of during the vesting period,
which is generally three to five years. Dividends are paid on unvested restricted stock grants and all such dividends
vest immediately.

Restricted stock activity for the year ended December 31, 2007, is as follows:

Weighted
Total Weighted Average
Number of Average Remaining
Nonvested Grant Date Vesting Life
Shares Fair Value (Years)
Nonvested shares outstanding
at December 31, 2006 385,734 $6.18
Granted 304,118 17.46
Vested (131,369) 591
Cancelled (26,580) 8.54
Nonvested shares outstanding
at December 31, 2007 531,903 12.58 1.6

The weighted-average grant date fair value of nonvested shares granted was $4.76, $6.84 and $17.46 for years ended
December 31, 2005, 2006 and 2007, respectively.

During 2005, 2006 and 2007 the Company recorded compensation expense of $76,906, $592,782 and $1,068,309,
respectively, related to restricted stock awards. The total income tax benefit recognized in the income statement
related to restricted stock awards was $26,917, $207,474 and $373,908 for 2005, 2006 and 2007, respectively. Asof
December 31, 2007, the Company had unearned stock-based compensation of $4,789,490 associated with these
restricted stock grants. The unearned stock-based compensation related to these grants is being amortized to
compensation expense over the applicable vesting periods.
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SPARTAN MOTORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 10 - COMMITMENTS AND CONTINGENT LIABILITIES

Under the terms of its credit agreement with its bank, the Company has the ability to issue letters of credit totaling
$2,500,000. At December 31, 2007 and 2006, the Company had outstanding letters of credit totaling $200,000.

At December 31, 2007, the Company and its subsidiaries were parties, both as plaintiff and defendant, to a number
of lawsuits and claims arising out of the normal course of their businesses. In the opinion of management, the
financial position, future operating results or cash flows of the Company will not be materially affected by the final
outcome of these legal proceedings.

The Company has repurchase agreements with third-party lending institutions, which have provided floor plan
financing to customers. These agreements provide for the repurchase of products from the lending institution in the
event of the customer’s default. There were no significant repurchase agreements in effect as of December 31, 2007
and 2006. Historically, losses under these agreements have not been significant and it is management’s opinion that
any future losses will not have a material effect on the Company’s financial position or future operating results and
cash flows.

The Company’s products generally carry limited warranties, based on terms that are generally accepted in the
marketplace. Selected components included in the Company’s end products (such as engines, transmissions, tires,
etc.) may include manufacturers” warranties. These manufacturers’ warranties are generally passed on to the end
customer of the Company’s products. The Company's policy is to record a provision for the estimated cost of
warranty-related claims at the time of the sale and periodically adjust the provision to reflect actual expertence. The
amount of warranty liability accrued reflects management's best estimate of the expected future cost of honoring the
Company's obligations under the warranty agreements. Historically, the cost of fulfilling the Company's warranty
obligations have principally involved replacement parts, labor and sometimes travel for field retrofit campaigns. The
Company's estimates for motorhomes and emergency vehicles are based on historical experience, the number of
units invelved and the extent of features and components included in product models. Due to limited historical
experience, the estimates for military vehicles are based upon experience with commercial vehicles.

Certain warranty and other related claims involve matters of dispute that ultimately are resolved by negotiation,
arbitration or litigation. Infrequently, a material warranty issue can arise which is beyond the scope of the
Company's historical experience. The Company provides for any such warranty issues as they become known and
are estimable. It is reasonably possible that additional warranty and other related claims could arise from disputes or
other matters beyond the scope of the Company's historical experience.

Changes in the Company’s warranty liability during the years ended December 31, 2007 and 2006 were as follows:

2007 2006
Balance of accrued warranty at January | $ 6,380,740 $ 4,502,772
Warranties issued during the period 7,302,289 4,048,923
Cash settlements made during the period (7,965,485) (5,015,422)
Changes in liability for pre-existing warranties during
the period, including expirations 5,105,988 2,844 467
Balance of accrued warranty at December 31 $ 10,823,532 $ 6,380,740
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SPARTAN MOTORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 11 - SHAREHOLDERS’ RIGHTS PLAN

On June 14, 2007, the Company's Board of Directors authorized the adoption of a Series B Preferred Stock
Purchase Rights Plan (Rights Plan) replacing the previous plan that expired on July 7, 2007. Under the Rights Plan,
a dividend distribution of one Series B Preferred Stock Purchase Right (Right) was made for each outstanding share
of common stock, payable to shareholders of record on July 9, 2007. The Rights Plan is designed to protect
shareholders against unsolicited attempts to acquire control of the Company in 2 manner that does not offer a fair
price to all shareholders.

Each Right entitles shareholders to purchase one one-hundredth of a share of preferred stock from the Company at a
price of $125 per share, subject to adjustment. The Rights will become exercisable ten business days after a person
or group (Acquiring Person) acquires 20% or more of the Company’s common stock or ten business days after an
acquiring person announces a tender offer that would result in ownership of 20% or more of the Company’s
common stock or ten business days after the Company’s Board of Directors determines, pursuant to certain criteria
set forth in the Rights Agreement, that a person beneficially owning 15% or more of the outstanding shares of
common stock is an “Adverse Person,”

The Company’s Series B Preferred Stock consists of 2,000,000 shares authorized, at no par value, none of which are
issued. Shares of preferred stock are reserved at a level sufficient to permit the exercise in full of all the outstanding
Rights. Each share of preferred stock purchasable upon exercise of the Rights will have a minimum preferential
quarterly dividend rate of $12.50 per share but will be entitled to an aggregate dividend of 100 times the dividend
declared on the shares of common stock. In the event of liquidation, the holders of preferred stock will receive a
minimum preferred liquidation payment of $250 per share but will be entitled to receive an aggregate liguidation
payment equal to 100 times the payment made per share of common stock. Each share of preferred stock will have
100 votes, voting together with the common stock. In the event of any merger, consolidation or other transaction in
which shares of common stock are exchanged, each share of preferred stock will be entitled to receive 100 times the
amount received per share of common stock. Under terms specified in the Rights Plan, the Company has the right to
redeem the Rights at one cent per Right. The Rights will expire on July 6, 2017, unless previously redeemed or
exercised.

NOTE 12 - BUSINESS SEGMENTS

The Company segregates its operations into two reportable business segments: Spartan Chassis and EVTeam. The
Spartan Chassis segment is an international engineer and manufacturer of custom motor vehicle chassis. The
segment’s principal markets are fire truck, motorhome and specialty vehicle chassis. The Company’s EVTeam
consists of three subsidiaries that are manufacturers of emergency vehicle bodies. Sales in the column labeled
“other” represent sales from the Spartan Chassis segment to the EVTeam segment, which are eliminated from the
consolidated sales totals. Assets and related depreciation expense, along with interest expense, in the column
labeled “other” pertain to capital assets and debt maintained at the corporate level. Appropriate expense amounts
are allocated to the two reportable segments and are included in their reported earnings or loss from operations.
Segment loss from operations in the “other” column contains the related eliminations for the allocation.

The accounting policies of the segments are the same as those described in the summary of significant accounting
policies. Sales and other financial information by business segment are as follows (amounts in thousands):
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SPARTAN MOTORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 12 - BUSINESS SEGMENTS (Continued)

Year Ended December 31, 2007

Business Segments

Spartan

Chassis EVTeam Other
Motorhome chassis sales $ 217,225 -- --
Fire truck chassis sales 116,236 -- S (23,041)
EVTeam product sales - $ 89453 --
Other sales 282,049 - -
Sales § 615510 $ 89453 §  (23,041)
Interest expense -- 5 1618 3 130
Depreciation expense $ 1,796 1,163 1,102
Taxes {credit) on income 17,824 (2,510) (1,591)
Segment earnings (loss) 34,815 (5,069) (5,242)
Segment assets 219,885 54,076 44,703
Year Ended December 31, 2006

Business Segments

Spartan

Chassis EVTeam Other
Motorhome chassis sales § 204,165 -- --
Fire truck chassis sales 108,302 - 3 (23,631)
EVTeam product sales -- £ 77,365 -
Other sales 79,177 - --
Sales $ 390,644 $ 77,365 $  (23.631)
Goodwill Impairment - 5 2,086 --
Interest expense 5 1 942 $ (596)
Depreciation expense 1,142 1,298 423
Taxes (credit) on income 13,405 (1,853) (408)
Segment earnings (loss) 24,681 (5,453) (2,400)
Segment assets 123,282 49,941 17,425
Year Ended December 31, 2005

Business Segments

Spartan

Chassis EVTeam Other
Motorhome chassis sales $§ 189,170 -- --
Fire truck chassis sales 85498 -- $ (15946)
EVTeam product sales - $ 64793 --
Other sales 15,492 -- -
Sales S 294,160 S 64.793 S (15.946)
Interest expense -- 3 867 5 {726)
Depreciation expense $ 1,040 1,190 417
Taxes (credit) on income 7.455 (2,173) (205)
Segment earnings (loss) 14,498 4,714) (1,492)
Segment assets 52,447 50,282 20479

Foreign sales are not significant.
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SPARTAN MOTORS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE 13 - QUARTERLY FINANCIAL DATA (UNAUDITED)
Summarized quarterly financial data for the year ended December 31, 2007 is as follows:

Quarter Ended

March 31 June 30 September 30 December 31
Sales $ 142,882,064 §$ 152,582,845 § 148,890,919 § 237,566,647
Gross profit $ 24691559 § 24012682 § 17,574,627 $ 30,222,400
Net earnings 5 7,206,740 $ 6,515,502 § 2,570468 § 8211,567
Basic net earnings per share $ 023 $ 020 § 0.08 § 0.26
Diluted net earnings per share $ 022 § 020 § 0.08 § .25

Summarized quarterly financial data for the year ended December 31, 2006 is as follows:

Quarter Ended
March 31 June 30 September 30 December 31
Sales $ 103,665,931 §$ 109,227,185 §$ 108,876,342 3§ 123,608,181
Gross profit $ 16,767,642 § 18673924 § 17,166,646 § 20,767,761
Net earnings § 4,481,481 $ 4992797 § 4,073,877 § 3,280,292
Basic net earnings per share $ 0.16 $ 017 % 014 % 0.10
Diluted net earnings per share $ 0.15 3 017 §% 0.13 % 0.10

During the three month peried ended December 31, 2006 the Company recorded a goodwill impairment charge
related to its EVTeam segment totaling $2,086,394 as a charge against operating income.
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Spartan Motors, Inc.
Charlotte, Michigan

We have audited the accompanying consolidated balance sheet of Spartan Motors, Inc. as of December 31, 2007 and
the related consolidated statements of income, shareholders’ equity and cash flows for the year ended December 31,
2007. In connection with our audit of the financial statements, we have also audited the 2007 information in the
financial statement schedule as listed in the index at Item 15(a)(2). These financial statements and schedule are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and schedule based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall presentation of the financial
statemenls. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Spartan Motors, Inc. as of December 31, 2007, and the results of its operations and its cash
flows for the year ended December 31, 2007, in conformity with accounting principles generally accepted in the
United States of America. Also, in our opinion, the 2007 information in the financial statement schedule referred to
above, when considered in relation to the basic 2007 consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, in 2007, the Company changed its method of
accounting for uncertain tax positions with the required adoption of FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Spartan Motors, [nc.’s internal control over financial reporting as of December 31, 2007, based on criteria
established in Internal Contro! - Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO) and our report dated March 10, 2008 expressed an unqualified opinion thereon.

fs/ BDO Seidman, LLLP
BDO Seidman, LLP

Grand Rapids, Michigan
March 10, 2008
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Report of Independent Registered Public Accounting Firm
On Internal Control Over Financial Reporting

Board of Directors and Shareholders
Spartan Motors, Inc.
Charlotte, Michigan

We have audited Spartan Motors, Inc.’s internal control over financial reporting as of December 31, 2007, based on
criteria established in fnternal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). Spartan Motors, Inc.’s management is responsible
for maintaining effective internal contro! over financial reporting and for its assessment of the effectiveness of
internal control aver financial reporting, included in the accompanying ltem 9A, Management’s Report on Internal
Control Over Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal contrel over financial reporting was maintained in all material respects.  Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk. Our audit also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directlors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may nol prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequale because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, Spartan Motors, [nc. maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheet of Spartan Motors, Inc. as of December 31, 2007 and the related consolidated
statements of income, shareholders™ equity and cash flows for the year ended December 31, 2007 and our report
dated March 10, 2008 expressed an unqualified opinion thereon.

/s/ BDO Seidman, LLP
BDO Seidman, LLP

Grand Rapids, Michigan
March 10, 2008
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Report of Predecessor Independent Registered Public Accounting Firm

Board of Directors and Shareholders
Spartan Motors, Inc,

We have audited the accompanying consolidated balance sheet of Spartan Motors, Inc. and subsidiaries as of
December 31, 2006, and the related consolidated statements of income, shareholders’ equity and cash flows for each
of the two years in the period ended December 31, 2006. Qur audits alse included the financial statement schedule,
as of and for the year ended December 31, 2006 and 2005, listed in the Index at Item 15(a)(2). These financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a rcasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Spartan Motors, Inc. and subsidiaries at December 31, 2006, and the consolidated results of
their operations and their cash flows for each of the two years in the period ended December 31, 2006, in conformity
with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule,
referred to above, when considered in relation to the basic consolidated financial statements taken as a whole,
presents fairly, in all material respects, the information set forth therein,

As discussed in Note | to the consolidated financial statements, in 2006 the Company changed its method of
accounting for share-based payments in conncction with the required adoption of Statement of Financial Accounting
Standards No. 123(R).

/s/ Ernst & Young LLP

Grand Rapids, Michigan
March 2, 2007
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Item 9. Changes in and Disagreements with Accountants on Accounting and_Financial Disclosure.

We previously reported a change in our registered public accounting firm from Emst & Young, LLP to BDO
Seidman, LLP. On March 29, 2007, we filed a report on Form 8-K with the Securities and Exchange Commission
reporting the change of accountants and making related disclosures.

Item %A, Controls and Procedures.

Evaluation of Disclosure Controls and Procedures.

An evaluation was performed under the supervision and with the participation of the Company’s Management,
including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation
of the Company’s disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange
Act of 1934) as of December 31, 2007. Based on and as of the time of such evaluation, the Company’s
management, including the Chief Executive Officer and Chief Financial Officer, concluded that the Company’s
disclosure controls and procedures were effective as of the end of the period covered by this report to ensure that
information required to be disclosed by us in the reports that we file or submit is recorded, processed, summarized
and reported within the time periods specified in the Securities and Exchange Commission's rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by us in the reports that we file or submit under the Securities Exchange Act of
1934 is accumulated and communicated to the our management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate to allow timely decisions regarding required disclosure

Management’s Report on Internal Control Over Financial Reporting.

Our management is responsible for establishing and maintaining adequate internal control over financial reporting,
as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the supervision and with the
participation of our management, including our Chief Executive Officer and Chief Financial Officer, we conducted
an evaluation of the effectiveness of our internal control over financial reporting as of December 31, 2007, based on
the framework in Internal Control - Integrated Framework issued by the Committee ol Sponsoring Organizations of
the Treadway Commission. Based on that evaluation our management concluded that our internal control over
financial reporting was effective as of December 31, 2007. Qur effectiveness of our internal control over financial
reporting as of December 31, 2007, has been audited by BDO Seidman, LLP, an independent registered public
accounting firm, as stated in its attestation report, which is included in Item 8 and is incorporated into this Item 9A
by reference.

Changes in Internal Control Over Financial Reporting.
There was no change in the Company’s internal control over financial reporting that occurred during the fiscal

quarter ended December 31, 2007 that has materially affected, or that is reasonably likely to materially affect, the
Company’s internal control over financial reporting.

item 9B. Other Information.
None.
PART 111
Item 10. Directors, Executive Officers, and Corporate Governance.

The information required by this item, with respect to directors, executive officers, audit committee, and audit
committee financial experts of the Company and Section 16(a) beneficial ownership reporting compliance is
contained under the captions “Spartan Motors’ Board of Directors and Executive Officers,” “Audit Committee
Report” and “Section 16(a) Beneficial Ownership Reporting Compliance” in the Company’s definitive proxy
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statement for its annual meeting of shareholders to be held on May 21, 2008, to be filed with the Securities and
Exchange Commission no later than 120 days after December 31, 2007, and is incorporated herein by reference.

The Company has adopted a Code of Ethics that applies to the Company’s principal executive officer, principal
financial officer and principal accounting officer. This Code of Ethics is posted on the “Corporate Information”
section of the Company’s website at www .spartanmotors.com. The Company has also adopted a Code of Business
Conduct and Compliance applicable to all directors, officers and associates, which is posted on the “About Spartan™
section of the Company’s website at www.spartanmotors.com. Any waiver from or amendment to a provision of
either code will be disclosed on the Company’s website.

Item 11. Executive Compensation.

The information required by this item is contained under the captions “Compensation Discussion and Analysis,”
“Compensation of Directors,” “Executive Compensation,” “Compensation Committee Report™ and “Compensation
Committee Interlocks and Insider Participation” in the Company’s definitive proxy statement for its annual meeting
of shareholders to be held on May 21, 2008, to be filed with the Securities and Exchange Commission no later than
120 days after December 31, 2007, and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Shareholder Matters,

The information required by this item (other than that set forth below) is contained under the caption “Ownership of
Spartan Motors Stock™ in for the Company’s definitive proxy statement for its annual meeting of shareholders to be
held on May 21, 2008, to be filed with the Securities and Exchange Commission no later than 120 days after
December 31, 2007, and is incorporated herein by reference.

The following table provides information about the Company’s equity compensation plans regarding the number of
securities to be issued under these plans, the weighled-average exercise prices of options outstanding under these

plans and the number of securities available for future issuance as of December 31, 2007.

Equity Compensation Plan Information

Number of securities to Weighted average
be issued upon exercise exercise price of Number of securities
of outstanding options, outstanding options, remaining available for
Plan category warrants and rights warrants and rights future issuance (3)
(@) (®) (©)

Equity compensation plans

approved by security holders (1) 1,475,000 $5.67 1,735,000

Equity compensation plans not

approved by security holders (2) - N/A 25,000

Total 1,475,000 $5.67 1,760,000

(1) Consists of the Spartan Motors, Inc. Stock Incentive Plan of 2007 (the “2007 Plan™), Spartan Motors, Inc.
Stock Incentive Plan of 2005 (the “2005 Plan™), the Spartan Motors, Inc. Stock Option and Restricted Stock
Plan of 2003 (the “2003 Plan™), the Spartan Motors, Inc. Stock Option and Restricted Stock Plan of 1998 (the
“1998 Plan”), the Spartan Motors, Inc. 1996 Stock Option and Restricted Stock Plan for Qutside Market
Advisors (the “1996 Plan™) and the Spartan Motors, Inc. 1994 Incentive Stock Option Plan (the “1994 Plan™).

{2) Consists of the Spartan Motors, Inc. Directors’ Stock Purchase Plan. This plan provides that non-employee
directors of the Company may elect to receive at least 25% and up to 100% of their “director’s fees™ in the
form of the Company’s common stock. The term “director’s fees” means the amount of income payable to a
non-employee director for his or her service as a director of the Company, including payments for attendance
at meetings of the Company’s Board of Directors or meetings of committees of the board, and any retainer fee
paid to such persons as members of the board. A non-employee director who elects to receive Company
common stock in lieu of some or all of his or her director’s fees will, on or shortly after each “applicable date,”
receive a number of shares of common stock (rounded down to the nearest whole share) determined by
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dividing (1) the dollar amount of the director’s fees payable to him or her on the applicable date that he or she
has elected to receive in common stock by (2) the market value of common stock on the applicable date. The
term “applicable date” means any date on which a director’s fee is payable to the participant. To date, no
shares have been issued under this plan.

(3) Each of the plans reflected in the above chart contains customary anti-dilution provisions that are applicable in
the event of a stock split or certain other changes in the Company’s capitalization. Furthermore, each of the
2007 Plan, the 2005 Plan, the 2003 Plan, the 1998 Plan, the 1996 Plan, the 1994 Plan and the 1988 Plan
provides that if a stock option is canceled, surrendered, modified, expires or is terminated during the term of
the plan but before the exercise of the option, the shares subject to the option will be available for other awards
under the plan.

The numbers of shares reflected in column (c) in the table above with respect to the 2007 Plan (1,350,000
shares), the 2005 Plan (328,726 shares), the 2003 Plan (29,189 shares) and the 1998 Plan (27,510 shares)
represent shares that may be issued other than upon the exercise of an option, warrant or right.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this item is contained under the captions “Transactions with Related Persons™ and
“Spartan Motors’ Board of Directors and Executive Officers” in the Company’s definitive proxy statement for its
annual meeting of shareholders to be held on May 21, 2008, to be filed with the Securities and Exchange
Commisston no later than 120 days after December 31, 2007, and is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services.

The information required by this item is contained under the caption “Independent Auditor Fees™ in the Company’s
definitive proxy statement for its annual meeting of shareholders to be held on May 21, 2008, to be filed with the
Securities and Exchange Commission no later than 120 days after December 31, 2007, and is incorporated herein by
reference.

PART IV

Item 15. Exhibits, Financial Statement Schedules.

Item 15(a)(1). List of Financial Statements.

The following consolidated financial statements of the Company and its subsidiaries are filed as a part of this report
under [tem 8 - Financial Statements and Supplementary Data;

Consolidated Balance Sheets - December 31, 2007 and December 31, 2006

Consolidated Statements of Income - Years Ended December 31, 2007, 2006, and 2005
Consolidated Statements of Shareholders’ Equity - Years Ended December 31, 2007, 2006 and 2005
Consolidated Statements of Cash Flows - Years Ended December 31, 2007, 2006 and 2005

Notes to Consolidated Financial Statements - December 31, 2007

Independent Registered Public Accounting Firms® Reports on Consolidated Financial Statements — Years
Ended December 31, 2007, 2006 and 2005

Independent Registered Public Accounting Firm’s Report on Internal Contrels — December 31, 2007
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Item 15(a)(2)}. Financial Statement Schedules. Attached as Appendix A.

The following consolidated financial statement schedule of the Company and its subsidiaries is filed as part of this
report:

Schedule 1I-Valuation and Qualifying Accounts

All other financial statement schedules are not required under the related instructions or are inapplicable and
therefore have been omitted.

Item 15(a)(3). List of Exhibits. The following exhibits are filed as a part of this report:
Exhibit
Number Document
3.1 Spartan Motors, Inc. Restated Articles of Incorporation, as amended to date. Previously filed

as an exhibit to the Company’s Form 10-Q Quarterly Report for the period ended March 31,
2005, and incorporated herein by reference.

3.2 Spartan Motors, Inc. Bylaws, as amended to date. Previously filed as an exhibit to the
Company’s Quarterty Report on Form 10-Q for the period ended March 31, 2003, and
incorporated herein by reference.

4.1 Spartan Motors, Inc. Restated Articles of Incorporation. See Exhibit 3.1 above.
4.2 Spartan Motors, [nc. Bylaws. See Exhibit 3.2 above.
4.3 Form of Stock Certificate. Previously filed as an exhibit to the Registration Statement on

Form S-18 (Registration No. 2-90021-C} filed on March 19, 1984, and incorporated herein
by reference,

44 Rights Agreement dated July 7, 2007, between Spartan Motors, Inc. and American Stock
Transfer and Trust Company, which includes the form of Certificate of Designation,
Preferences and Rights of Series B Preferred Stock as Exhibit A, the form of Rights
Certificate as Exhibit B and the Summary of Rights to Purchase Series B Preferred Stock as
Exhibit C. Previously filed as Exhibit 1 to the Company's Form 8-A filed on July 10, 2007,
and incorporated herein by reference.

4.5 The Registrant has several classes of long-term debt instruments outstanding. The authorized
amount of none of these classes of debt exceeds 10% of the Company’s total consolidated
assets. The Company agrees 1o furnish copies of any agreement defining the rights of holders
of any such long-term indebtedness to the Securities and Exchange Commission upon

request,
10.1 Restated Spartan Motors, Inc. 1988 Non-Qualified Stock Option Plan, as amended to date.*
10.2 Restated Spartan Motors, Inc. 1994 Incentive Stock Option Plan, as amended to date.*
10,3 Spartan Motors, Inc. 1996 Stock Option and Restricted Stock Plan for Outside Market

Advisors, as amended. Previously filed as an exhibit to the Company’s Annual Report on
Form i0-K for the period ended December 31, 2005, and incorporated herein by reference.*

10.4 Spartan Motors, Inc. Stock Option and Restricted Stock Plan of 1998, as amended.

Previously filed as an exhibit to the Company’s Annual Report on Form 10-K for the period
ended December 31, 2005, and incorporated herein by reference.*
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10.5

10.6

10.7

10.8

10.9

10.10

10.12

10.13

10.14

10.15

16.1

21

23.1

232

311

31.2

Spartan Motors, Inc. Stock Option and Restricted Stock Plan of 2003, as amended.
Previously filed as an exhibit to the Company’s Annual Report on Form 10-K for the period
ended December 31, 2005, and incorporated herein by reference.*

Spartan Motors, Inc. Stock Incentive Plan of 2005, as amended. Previously filed as an
exhibit to the Company’s Quarterly Report on Form 10-Q for the period ended September 30,
2005, and incorporated herein by reference.*

Spartan Motors, Inc. Stock Incentive Plan of 2007, as amended. Previously filed as
Appendix A to the Company’s 2007 Proxy Statement filed April 23, 2007 and incorporated
herein by reference.*

Spartan Motors, Inc. Spartan Profit and Return Management Incentive Bonus Plan.
Previously filed as an exhibit to the Company’s Annual Report on Form 10-K for the period
ended December 31, 2005, and incorporated herein by reference.*

Spartan Motors, In¢, Directors’ Stock Purchase Plan. Previously filed as an exhibit to the
Company’s Form S-8 Registration Statement (Registration No. 333-98083) filed on
August 14, 2002, and incorporated herein by reference.*

Form of Stock Appreciation Rights Agreement.*

Form of Restricied Stock Agreement. Previously filed as an exhibit to the Company’s Annual
Report on Form 10-K for the period ended December 31, 2005 and incorporated herein by
reference.*

Form of Indemnification Agreement. Previously filed as an exhibit to the Company’s Annual
Report on Form 10-K for the period ended December 31, 2005, and incorporated herein by
reference. *

Supplemental Executive Retirement Plan.*

Note Purchase and Private Shelf Agreement with Prudential Management, Inc. Previously
filed as an exhibit to the Company’s Current Report on Form 8-K filed December 4, 2007
and incorporated herein by reference.

Letter dated March 28, 2007 from Emnst & Young LLP to the Securities and Exchange
Commission regarding a change in the Company’s certifying accountant. Previously filed as
an exhibit to the Company’s Current Report on Form 8-K filed March 29, 2007 and
incorporated herein by reference.

Subsidiaries of Registrant.

Consent of BDO Seidman, LLP, Independent Registered Public Accounting firm.

Consent of Ernst & Young LLP, Independent Registered Public Accounting firm.

Limited Powers of Attorney.

Certification of President and Chief Executive Officer pursuant to Section 302 of the
Sarbanes-Oxley Act.

Certification of Chief Financial Officer, Secretary and Treasurer pursuant to Section 302 of
the Sarbanes-Oxley Act.
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32 Certification pursuant to 18 U.S.C. § 1350.

*Management contract or compensatory plan or arrangement,
The Company will furnish a copy of any exhibit listed above to any shareholder of the Company without

charge upon written request 1o James W. Knapp, Chief Financial Officer, Spartan Motors, Inc., 1000 Reynolds
Road, Charlotte, Michigan 48813.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

SPARTAN MOTORS, INC.

March 14, 2008 By /s/ James W. Knapp
James W. Knapp
Chief Financial Officer, Secretary and Treasurer
{Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

March 14, 2008 By /s/ lohn E. Sztykiel
John E. Sztykiel, Director, President and Chief
Executive Officer
{Principal Executive Officer)

March 14, 2008 By /s/ James W. Knapp
James W. Knapp
Chief Financial Officer, Secretary and Treasurer
(Principal Financial and Accounting Officer)

March 14, 2008 By /s/ Richard J. Schalter
Richard J. Schalter, Director

March 14, 2008 By /s/ William F. Foster
William F. Foster, Director

March 14, 2008 By * /s/George Tesseris
George Tesseris, Director

March 14, 2008 By */s/ David R, Wilson
David R. Wilson, Director

March 14, 2008 By * /s/ Charles E. Nihart
Charles E. Nihart, Director

March 14, 2008 By */s/Hugh W. Sloan
Hugh W. Sloan, Director

March 14, 2008 By * /s/ Kenneth Kaczmarek
Kenneth Kaczmarek, Director

March 14, 2003 *By /s/ James W. Knapp
James W. Knapp
Attorney-in-Fact
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APPENDIX A

SCHEDULE 1l
VALUATEION AND QUALIFYING ACCOUNTS
SPARTAN MOTORS, INC. AND SUBSIDIARIES

Column A Column B Column C Column D Column E
Additions
Additions Charged to
Balance at Charges to Other Balance
Beginning Costs and Accounts at End
Description of Period Expenses {Acquisition)  Deductions of Period

Year ended December 31, 2007:
Allowance for doubtful accounts $ 373,000 3 1,002,031 s - $ 633,031 $ 802,000
Obsolescence and slow-moving

reserves 2,445,795 583,358 - 872,736 2,156,417
Accrued warranty 6,380,740 12,408,277 -- 7,965,485 10,823,532
Valuation allowance for deferred 151,000

1ax assets 529,000 44,000 - 422,000
Year ended December 31, 2006:
Allowance for doubtful accounts $ 202,000 $ 219494 § - 5 48494 § 373,000
Obsolescence and slow-moving

reserves 2,073,031 1,288,033 -- 915,269 2,445,795
Accrued warranty 4,502,772 6,893,390 - 5,015,422 6,380,740
Valuation allowance for deferred

tax assets 424,000 105,000 -- - 529,000
Year ended December 31, 2005:
Allowance for doubtful accounts $ 400,000 $ (77.959) § -  $ 120,041 $§ 202,000
Obsolescence and slow-moving

reserves 2,240,007 624,327 - 791,303 2,073,031
Accrued warranty 3,670,761 4,645,181 -- 3,813,170 4,502,772
Valuation allowance for deferred

tax assets 10,334,000 408,000 -- 10,318,000 424,000




CORPORATE
INFORMATION:

BOARD OF DIRECTORS

David R. Wilson

Chaiwrman of the Board

Consuitant, Automative, Heavy Truck Industry

Charles E. Nihart, CPA
Retiwed Accountant, Entrepreneur

George Tesseris
Managing Partner, 1essens, P.C. (Law Firm)

Kenneth Kaczmarek
Former President, COO, Volvo Truck Finance

Hugh W. Stoan
Deputy Chairman, Woodbridge Foam Corp.

lohn E. Sztykiel
Chief Executive Officer, Spartan Motors, inc.

Richard ). Schalter

Executive Vice President, Spartan Moiors, Inc.

William F. Foster
Vice President, Spartan Motors, Inc.

CORPORATE QOFFICERS
lohn E. Sztykiel
Chief Executive Officer

James W. Knapp
Serugr Vice President, Cheef Financial Officer
and Secretary/ireasurer

Richard ). Schalter
Executive Vice President

William F. Fosier
Vice President

This Summary Annual Repart contains forward-looking statements,
including, without limitation, staiements concerning ous businass,
future plans and objectives and the performance of our products.
These forward-locking statements involve ceriain risks and
uncertainties that ultimately may not prove to be accurate.

Actual results and future events could differ materially from those
anticipated in such statements. The company cautions that

these forward-looking statements are qualified by factors including,
but not limited te, those set {orth in Section 1A of our Annual Report
on Form 10-K and in our other filings with the U.S. Securities and
Exchange Cammission.

TRANSFER AGENT

American Stock Transfer & Trust Co. serves as the
transfer agent for the Corporation. Inquiries relating

to stock transfers, changes of ownership, lost or stolen
stock certificates, changes of address and dividend
payments shouid be addressed to:

American Stock Transfer & Trust Co.
59 Maiden Lane

Plaza Leve!

New York, New York 10038

(B0G) 837-5449

INDEPENDENT AUDITORS

BOO Seidman, LLP

899 Monrge Avenue NW. Suite 800
Grand Rapids, Michigan 49503
(616) 774-7000

SHAREHGLDER INFORMATION

Shares of the Campany's staock are traded on The
Nasdaq Stock Market® under the ticker symbol SPAR.
The Company's 10-K report filed with the Securities

& Exchange Commission wifl be provided free of
charge to any shareholder upon written request

and is available at the Spartan Motors web site
(www.spartanmotors.com}.

For more information, contact:

Spartan Metars, Inc.

David [. Reid

1000 Reynolds Road
Charlotte, Michigan 488i3
(517) 541-3817

Or the Company's outside investor relations firm:
Lambert, Edwards & Associates, Inc.

171 Monroe Avenue NW, Sutte 400

Grand Rapids, Michigan 49503

{616) 233-0500




Corporate Headquarters:
Spartan Motars, Inc.
1000 Reynolds Road

Charlotte, Michigan 48813
(517) 543-8400

www.Spartanmotors.com
NASDAD: SPAR




